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FINANCIAL INSTITUTIONS SAFETY AND 
CONSUMER CHOICE ACT OF 1991 (H.R.1505) 



THURSDAY, MARCH 21, 1991 

House of Representatives, 

subcommttteb on financial institutions supervision, 
Regulation and Insurance, 

COBfMITTEE ON BANKING, FINANCE, AND UrRAN AfFAIRS, 

WashiTtgton, DC. 

The subcommittee met, pursuant to call, at 10:15 a.m., in room 
2128, Raybum House Office Building, Hon. Frank Annunzio [chair- 
man of Uie subcommittee] presiding. 

Present: Chairman Annunzio, Representatives Hubbard, Bar- 
nard, Kleczka, Patterson, Kennedy, Neal of Massftchusetts, Luken, 
Orton, Bacchus, Moran, Cox, Wylie, Leach, Roukema, Roth, Baker, 
Steams, Faxon and Duncan. 

Chairman Annunzio. The subcommittee will come to order. 

Today, we b^in hearit^s on the Treasury Department's banking 
reform l^iislation, as well as legislation introduced by various 
members of the Banking Committee to deal with selected portions 
of the Treasury bill. 

Clearly, there are problemB in our Nation's banking industry. 
Every year bank failures and their costs continue to rise, and the 
Federal Deposit Insurance Corporation's Bank Insurance FHind is 
near bankruptcy. While most agree that there is a problem in the 
banking industry, there is far less agreement as to the way to cor- 
rect the problem. 

The Treasury proposal is the most far-reaching banking reform 
proposal perhaps in the-luBtory of our country. Already, it has gen- 
erated much discussion and even greater controversy. But it has 
also performed the most important task of forcing the Congress 
and Uie American people to look deeply into the banking system. 
For that, the Treasury deserves high meu-ks. 

I am particularly interested in both the Btuik Fund recapitaliza- 
tton section of the l^islation as well as the enhanced supervision 
section. Before any miyor changes are made in the basic operations 
of commercial banks, uie Bank Insurance Fund must be recapital- 
ized in a manner that it will provide the stability to the system for 
which it was intended. 

We cannot simply apply first aid to the Btmk Insurance Fund, 
but rather, we must assure a long-lasting solution to the solvency 
of the Fund. 

Last week, the General Accotmting Office appeared before tius 
subcommitt^, and testified that it could give Federal bank regula- 
. (1) 
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tors no better than a "D" grade in their supervisory activities of 
the Nation's banking system. It was a shoclong indictment of the 
r^utators that are supposed to be the first line of defense against 
banking problems. 

It is very difficult for me to look favorably on brotid new banking 
powers and pn^ams, given the report card of the r^ulators. I 
would feel far more comfortable dealing with this l^islation if 
GAO had reported that the re^ulatorB were doing an outstanding 
job. 

While I realize that this legislation requires beefed-up supervi- 
sion, there is a great danger Uiat such increased oversight will be 
more tongue-wagging than watchdogging. 

In 1982, when Congress passed the Gam-St Germain Act, I was 
initially opposed to granting new powers to savings and loans. I 
changed my mind only after the Treasury Department told Con- 
gress that it would increase supervision of savings and loans and 
would write strong r^ulations to prevent abuses. That did not 
happen, and we faced a mammoth savings and loan crisis that con- 
tinues today. 

My support for any banking refonns will not be decided by words 
on a printed reform bill. My support will be contingent on the ac- 
tions of regulators in the coming months. 

It is very difficult for me to promise broad support for the Treas- 
ury plan only days after the GAO told tlus subcommittee about a 
study it had made surroimding the MCorp banks in Texas. For 10 
years, the GAO said, the regulators were concerned about the oper- 
ations of MCorp banks, yet took virtually no formal action to cor- 
rect the abuses in the financial institutions. When the bank failed, 
it caused a $2.7 billion loss to the FDIC Fund. 

Having expressed my concern about the r^ulators, I must also 
|X)int out that those same regulators have plarad Congress in a box 
m dealing with bank reform and new hank powers. Where Con- 
gress has been reluctant to grant new powers, t^e r^fulators have 
been granting broad new authority to banks under the agency's 
rulemaking authority. On too many occasions, the rc^culators have 
told Congress, "If you don't change the laws, we will do it by regu- 
lation." 

In short, the regulators are engaging in vigilante legislation. 
There is no question that if Congress does not reform the banking 
industry, the regulators will do it in their own manner. 

For example, although clearly prohibited by law, in a few weeks, 
a large New York banking organization will manage the first 
equity stock offering underwritten by a commercial bank in more 
than 50 years. The authority to engage in this activity was granted 
by Federal r^fulatora. 

Congress must act to reclaim its authority as the sole provider of 
bfuiking legislation. Banking legislation must be written by con- 
gressional typewriters, and signed by the President's pen, not by 
regulatory loopholes. Clearly, there is a constitutional conflict in 
this issue. 



As chairman of this Bubcommittee, I am prepared to give the 
treasury propoeal, and any otiter proposal brought forth, a full and 
complete hearing. I am dedicated to putting the banking industry 
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in the United States back on a sound footing. Now we must find 
the vehicle to complete that task. 

Mr. Wylie, the ranking minority Member on this subcommittee, I 
look forward to working with you on this legislation. 

Mr. Wyue. We have had a good experience working t(%ether in 
the past, Mr. Chairman, and I look forwfird to that. Thank you. 

I want to thank Mr. Glauber for being here today. I know for 
nearly a year now, he and others at Treasury have worked hard to 
produce the bill he is going to talk about today. I was pleased to 
mtroduce it by request yesterday. 

It is a very long and comprehensive bill. There are many things 
in it that I can agree with. We haven't had time to adjust to it yet. 

Speaking for m^elf, I support a great deal of what is in the 
Treasury proposal, at least the bullets that suggest that is what is 
in there. I would say much of it overlaps with the bill I introduced. 
I do feel we need to get on with deposit insurance reform with 
whatever the fastest track is. 

I support full interstate banking, a strei^thened role for capital, 
risk-based deposit insurance, elimination of passthrough deposit in- 
surance, restriction on risky State authorizing activities, streeun- 
tined r^ulatory structure, and finally, recapitalization of the Bank 
Insurance Fund. 

For these reasons, I believe most of the Treiisury plan is on 
point, and should be acted upon by this subcommittee in a timely 
fftshion. I look forward to your testimony and look forward to work- 
ingwith you in that r^ard. 

[The prepared statement of Mr. Wylie can be found in the appen- 
dix.] 

Chairman Annunzio. Thank you very much. 

Mr. Luken, do you have a statement? 

Mr. LuKRN. Just briefly, Mr. Chairman. I would just ask a rhe- 
torical question. Why would we allow banks responsibilities — why 
would we give them more responsibilities when they have failed in 
their past obligations, and that is what I really see as the funda- 
mental problem with this enhanced powers section. 

I am mtereeted in Mr. Glauber's testimony on that subject, and 
we will be following that very closely. 

Chairman Annunzio. "niank you very much. 

Mrs. Roukema. 

Mrs. Roukema. No. 

Chairman Annunzio. Mr. Orton. 

Mr. Ohton. Thank you, Mr. Chairman. 

I would like to echo what you indicated here, thanking Mr. Glau- 
her for his attendance. I just received the Treasury information 
late last evening and have not yet had time to fully digest it. Cer- 
tainly, I hope we have more opportunities, and I am sure we will 
have as we go through this information. 

I look forward to your testimony today. 

Chairman Annunzio. Mr. Roth, do you have a statement? 

Mr. Roth. Thank you, Mr. Chairman. 

I join in welcoming Secretary Glauber. Your legislation is the 
starting point for one of the most important debates of the 102nd 
Congress. In today's world, a Nation's financial system is the heart 
of the economy. It must be able to pump capital — economic life- 
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blood — into our system, to our businesses, to our communitiee and 
to our families. 

We simply must have a financial system that is geared to today's 
and tomorrow's needs, not yesterday's. Two articles in today's 
Washington Post illustrate the problem. In one article, we have the 
litany of objections and doubts that are being raised about the ad- 
ministration's bill. But just below that one, we have the latest 
warning about America losing the competition in high technology. 

We are living in a new world today, and we have to have our 
banking legislation dove-tailed. I think this article on economic 
competition and technological slide is the latest warning about 
America losing competition in high technology. 

What is the connection? Yesterday, my Trade Subcommittee ex- 
amined the state of America's semiconductor industry. I asked why 
we are losing ground so fast in that key industry. 

At the top of the list was the lack of adequate financing. High 
technology is where our future growth lies. But high technology is 
capital-intensive. One semiconductor fabricating plant requires the 
same capital as two steel mills. And where is the financing for 
semiconductors coming from? The large Japanese banks. They are 
financing not only Japan's semiconductor industry, but ours. 

Some might say, "That is great. We are benefiting from foreign 
investment." The truth is, Japan is using its financial strength to 
take over our high-teclinol(^;y companies. 

So, the technology we invented is leaving our country, with the 
jobs, in large measure because American companies cannot get 
U.S. financing. That is what this bill is all about. It is about Ameri- 
ca's future. It is about keeping American jobs here at home. And it 
is about economic security. We all cherish memories of the past. 
But America's financial system cannot survive on fond memories. 

Thank you, Mr. Chfurman. 

Chairman Annunzio. Thank you.. 

Mrs. Patterson. 

Mrs. Patterson. Thank you, Mr. Chairman. 

I do not have a prepared statement, but I wanted to thank the 
Secretary for coming before us. I think we all realize this is a very 
detailed and difficult matter we are going to be dealing with, and I 
want to begin from day one studjdng each page and understanding 
each piige, so that when I am called on to cast votes, I will have a 
greater understanding of this very complex issue that faces us all, 
especially how it is going to affect the consumer back home. 

Thank you, Mr. Chairman. 

Chairman Annunzio. Thank you very much. 

I want to announce Congressman Hubbard is testifying before 
the House Appropriations Energy and Water Development Sub- 
committee, along with the whole Kentucky Delegation, and he does 
plan to be here after the testimony. 

At about 10:35, 1 am leaving to testify before the Armed Services 
Committee, but I will be back in about 15 minutes. When I leave I 
will ask Mr. Barnard to take the Chair. 

Robert Glauber was appointed by President Bush on May 22, 
1989, to be Under Secretary of the Treasury for Finance. Prior to 
joining the Treasury Department, Mr. Glauber was Chairman of 
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the Advanced Management Program, a member of the Finance De- 
partment at the Harvard Business School. 

Mr. Glauber joined the Harvard faculty in 1964, became a fiiU 
Professor in 1973. He has also served as Visiting Professor at Stan- 
ford University Graduate School. Mr. Glauber was Executive Direc- 
tor of President Reagan's task force that studied the October 1987 
stock market crash. 

Mr. Glauber has written on finance and economic issues and has 
been an editor of several financial and economic journals. He acted 
as consultant to several corporations. Mr. Glauber received a Bach- 
elor of Arts d^ree from Harvard College in economics and Doctor- 
ate of Finance &om Harvard Business School. 

Mr. Glauber, it is a genuine pleasure to welcome you before the 
subcommittee. You can proceed in your own manner. Your entire 
statement will be mside part of the record, and without objection, it 
is BO ordered. 

STATEMENT OF HON. ROBERT R GLAUBER, UNDER SECRETARY 
OF FINANCE, DEPARTMENT OF THE TREASURY 

Mr. Glauber Thank you, Mr. Chairman. 

First, I would like to thank you and your staff for the flexibility 
that you showed in scholuling this hearing this morning. We very 
much amtreciate you working with us. 

Mr. Wylie, I would like to thank you for your comments you 
made at the start. I think there is, as you suggested, tremendous 
overlap between your comprehensive, thoughtful, and very attrac- 
tive bUl, tmd what we propose. And we look forward to working 
with you and the subcommittee on the various parts of it. 

Chairman Annunzio, Congressman Wylie, and members of the 
subcommittee, thank you for the opportunitv to provide the admin- 
istration's views on our comprehensive legislative proposal to 
reform the banking laws, "The Financial Institutions Safety and 
Consumer Choice Act of 1991", FISCC. 

As you know. Secretary Brady recently testified before the full 
Banking Committee to set forth the fundamental reasons requiring 
the enactment of this l^islatlon. I will not repeat the details of his 
testimony today, but I would like to reiterate some of the key rea- 
sons why we believe this legislation is essential. 

I would also like to discuss several important aspects of the legis- 
lation that were not described in previous testimony, particularly 
the recapitalization of the Bank Insurance Fund. Finally, I would 
like to lay to rest several misconceptions that have arisen since our 
recommendations were released to the public. 

Mr. Chairman, I want to stress tKat we have a fundamental 
problem on our hands that demands a comprehensive solution. The 
picture we see is not a pretty one. The Bank Insurance Fund is at 
its lowest level in history as a percentage of insured deposits, and 
the 206 bank failures in 1989 alone were more than the total 
number of failures in the 88-year period between 1942 and 1980. 

At the same time, banks have become less competitive as tradi- 
tional hanking business has migrated to new products in the securi- 
ties industry and otJier i»rts of the financial services industry, 
products that are off limite for banks due to outdated laws. 
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Our international competitive poeition has declined to the point 
where we have no banks among tjie top 25 in the world. And as the 
economy has slowed, some r^ons have experienced "credit 
crunches," weak banks have not been able to lend even to good cus- 
tomers, hampering a speedy recovery. 

The time has come to fix these fundamental problems across the 
board. A piecemeal approach such as merely recapitalizing the 
Bank Insurance Fund will not work, because it cannot elinunate 
the massive taxpayer exposure we now face. 

Put another way, with over $2 trillion in insured deposits, there 
is no deposit insurance fund large enough to cover the losses inher- 
ent in a banking system that we allow to become weak, inefficient 
and uncompetitive. 

We believe comprehensive reform must accomplish three funda- 
mental objectives. First, we must make deposit insurance safe for 
taxpayers and depositors. That means stronger supervision, better 
capitalized banks, and the return of deposit insuremce to its origi- 
nal purpose of protecting average depositors in this country. It also 
means a well-capitalized Bank Cisurance Fund. 

Second, it is tune to modernize archaic lav« to let banks catch up 
with their customers and deliver more efficient products to con- 
sumers across the country, which translates into greater conven- 
ience, lower interest rates and transaction fees for customers, and 
more bank capital. 

Third, we need to restore the preeminent international poeition 
of our banking industry. Our economy is twice the size of our near- 
est competitor, and a world class economy demands a world class 
banking system. 

As outlined in previous testimony, we believe our legislation will 
help accomplish each of these objectives. Let me focus today on sev- 
eral aspects of the legislation that require more detailed explana- 
tion. The place to begin is improved supervision. 

The r^ulatoiy system must be better designed to catch problems 
early, before they mushroom into costly failures. The lepslation's 
proposed system of prompt corrective action will do just that, and 
we urge the subcommittee to study these provisions careftilly. 

The combination of rules and flexibility will help foster two de- 
sirable results: Regulators will be able to take action much more 
swiftly as capital declines, and there will be more pressure to take 
such swift action because of the presumptions built into the stat- 
ute. 

More important, banks will be much more likely to maintain 
strong leveU of capital if they face the certainty of decisive regula- 
tory action as their capital declines. 

Not everyone will like this system, because it will be argued that 
statutory presumptions will reduce regulatory "flexibility". But 
that is in part its purpose; open-ended flexibility can be the enemy 
of decisive corrective action. 

Critics will also claim tiiat capital is not a good leading indicator 
of problems, emd that prompt corrective action relies exclusively on 
capital. Both allegations are false. Numerous studies have shown 
that capital is an excellent leading indicator of problems in banks, 
and a simple one to measure. 
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But it is not a perfect early warning system, and our legislation 
specifically recognizes its limits; even a well-capitalized bank will 
trigger prompt corrective actions under the new system if it is in 
an unsafe and unsound condition due to loan concentrations or 
other supervisory problems. Prompt corrective action does not rely 
exclusively on capital. 

The legislation recognizes the importance of stopping the creep- 
ing expansion of deposit insurance coverage to large, sophisticated 
depositors. For example, we have eliminated insurance coverage for 
brokered deposits and have carefully tried to eliminate so-called 
"pass-through" coverage for depositors that are least in need of 
protection. 

Defined benefit pension plans with professional management, 
emplmrer liability, and guarantees from the Pension Benefit Guar^ 
an^ Corporation fire hardly in need of deposit insurance protection 
as well. At the seune time, however, the legislation would preserve 
pass-through protection for self-directed denned contribution plans, 
where individiialB choose their own investments and bear the risk 
of any loss. 

Likewise, banks' use of multiple insured accounts has gotten out 
of hand. It is time to impose limits, and ours is $100,000 per deposi- 
tor per bank for most accountih with a separate S100,000 in cover- 
age for retirement savings. While this limit is important, it is obvi- 
ously not radical; a couple can still get up to $400,000 in insurance 
coverage in each bank, which is hardly a small sum. 

Insurance for business accounts would not change. Those who 
suggest that such clearly reasonable limits would destroy the bank- 
ing B3rstem or deprive the elderly of safe places to invest are just 
plain wrong, and worse, are irresponsibly and needlessly stirring 
up d^xisitor feeu^. 

Finally, the FDICs current "too-big-to-fail" policy must be 
changed. The l^islation would therefore essentially eliminate the 
FDI(% discretion to protect uninsured depositors in bank failures. 
But it would also preserve the Government's ability to protect the 
financial system when necessary, even if that requires the rare pro- 
tection of uninsured depositors. 

We believe that this balance struck between direct taxpayer ex- 
posure and the stability of the financial system is the correct one. 
Nevertheless, our recommendations have been criticized for not 
going ffu* enough to prevent taxpayer exposure through deposit in- 
surance, that the Government should never protect uninsured de- 
positors. 

But it would be foolhardy for the Government to give up its abili- 
ty to protect the financial system, a restriction that no other gov- 
ernment has embraced. 

Others ai^ue that we should simply expand the safety net to 
cover all deposits in all banks in order to create "faimees for un- 
insured depositors. That would be equally fbolhardy. What about 
fairness to the taxpayer? Why should the taxpayer have to pick up 
the tab to protect an uninsured depositor who knows his or ner de- 
posits are uninsured when depositwl in the bank? 

The best way to address tlus problem is to stop banks from fiail- 
ing so fireauently, which is exactly what other parts of this legisla- 
tion would do. liie next beat way is to reduce the syatenuA rah- 
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that creates the need for extraordinary government action to pro- 
tect uninsured depositors. Our legislation includes technical 
chan^^ to laws governing the clearing system that are a step in 
the right direction. 

Let me turn now to the need to restore the competitiveneee of 
our bi<^aphical sketch. Our banking laws are archaic. They 
simply do not reflect the wety that banks now do business, and they 
impose substantial and unnecewary costs. The system needs an 
overhaul, which the proposed legislation would accomplish. 

Interstate branchmg is a perfect example. T^e geographical 
debate is essentially over, because States have alreadj^ broken 
down most of the barriers to interstate banking. Yet, mterstate 
branching is still virtually prohibited, imposing totally unnecessary 
costs on banks. 

The l^islation would end these artificial harriers, hut in a wsw 
that recognizes the legitimate interests of State governments. A 
State would still be able to restrict intrastate branching of all State 
and national banks operating within its borders. 

It would also have the ability to establish activities restrictions 
for all of its own State banks and all in-State branches of banks 
chartered in another State. States would be encouraged to enter 
into reciprocal arrangements to examine the out-of-State branches 
of each other's banks. 

The Community Reinvestment Act would continue to apply, and 
States could continue to apply State consumer protection laws to 
branches of all out-of-State banks. 

Finally, States could tax branches of all banks, State or national, 
to avoid any adverse revenue impact resulting from changes in the 
law. 

Critics ai^e that these proposed changes will end the need for 
small banks and will draw fiinds out of local communities and de- 
prive rural axeaa of much-needed sources of credit. There is no 
credible evidence to support these hypothetical fears. 

The trend towards mterstate banking and statewide branching 
have not restricted credit availability in smaller communities. 
Smaller banks have continued to compete extremely effectively 
with larger banks, and in States like New York, larger banks have 
actually decreased the number of their branches in recent years in 
the face of stiff competition from commercial banks. We believe 
that a more efficient banking system will mean more efficient 
banks of all sizes. 

The l^islation repeals key elements of the Glass-Steagctll Act 
and modernizes the Bank Holding Company Act of 1956. Again, 
these changes reflect the reaUty of the way that banking organiza- 
tions already do business. 

Banks are already in many aspects of the securities and insur- 
ance businesses through a patchwork system created by changes to 
State laws, exceptions in Federal laws, and Intimate regulatory 
interpretations. But this hodgepodge system is costly and ourden- 
some, with numerous lilliputiui restrictions that keep our finan- 
cial companies from competing fairly and effectively. 

The new Financial Services Holding Company Act would require 
all bank holding companies to become finanoal services holding 
aunjranies. These new companies could engage in all of their 
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present financial services activities, and those who maintained 
well-capitalized banks could engage in a broad range of new finan- 
cial activities through affiliates: securities activiti^, insurance ac- 
tivities, and any new activities that are determined to be "of a & 
nancial nature' over time. 

But important safegufirds would be in place to protect banks 
trom rislu associated with new activities and to prevent unfair 
competition. Any new activities would be carried out in separately 
capitalized affiliates whose capital could not be double-counted as 
capital of the bank. 

As mentioned above, only companies with well-capitalized banks 
could take advantage of these new activities, and only if their 
banks were not in an unsafe or unsound condition and were not 
engaging in unsafe or unsound preictices. 

If the bank's capital level should decline or if it otherwise falls 
into an unsafe or unsound condition, the holding compeuiy would 
have to Gx the problem or face the prospect of strong remedial 
action. 

This could include divestiture of either the new financial activi- 
ties or tiie bank itself, or, if that did not occur, holding company 
capital requirements, dividend restrictions, and much closer super- 
vision. 

In addition, a number of strict firewalls would exist between the 
bank and its new affiliates. A strengthened version of section 23A 
of the Federal Reserve Act expands the type of transactions subject 
to its provisions. 

It Eilso amends the definition of affiliate to cover other companies 
such as subsidiaries of banks that are owned less than 80 percent 
by the bank. In addition, banks would have to give prior notice to 
the regulator of any loan exceeding 5 percent of capital. 

At Uie same time, under revised section 23B of the Federal Re- 
serve Act, banks loeins to customers of affiliates would also have to 
be conducted on an Etrm's-length basis. 

Strict disclosure rules would apply to sales of non-deposit prod- 
ucts not only by banks, but by affiliates of banks. Customers would 
have to sign plainly-worded forms acknowledging that such prod- 
ucts were not covered by Federal deposit insurance. 

Regulators would have the explicit authority to limit the disclo- 
sure by banks of nonpublic customer information to customers. 
And most important, they would have broad r^ulatory authority 
to impose limits on transactions between banks and affiliates to 
prevent conflicts of interest, unfair competition, and unsafe and 
unsound banking practices. 

The bill would also allow diversified holding companies to own 
financial services holding companies. These diveisified holding 
companies would have no limits on the types of activities in which 
they could engage. They would provide a critical new source of cap- 
ital for banks, since 80 percent of the capital in this country is in 
commercial and industrial firms. 

But these companies must be prepared to {lut up this capital if 
they want to own banks. Again, uieir ownership of banks would be 
contingent on maintaining high Iwnk capital levels, and they 
would be subject to similar prompt corrective action penalties u 
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bank capital should ever drop and tiie holding company was on- 
willing to restore capital. 

All of the firewalla that apply to bank traoBactionB within the 
financial services holding company would app^ to bank transac- 
tions with affiliates in t£e diversUied holding company, with one 
crudal difference. No bank, no bank affiliate within a financial 
services holding company, could provide loans at any kind to the 
diversiiied holding company or its subsidiariee. 

The bank simpl]^ could not become a commercial company's 
"pisey bank" for private sources of credit. We believe that this pro- 
hibition along with tbe other safi^uards described above will be 
more than adequate to protect against abusive lending practices. 

As we have outlined in previous testimony, the legislation will 
also propose a streamlining of the regulatory structure. A bank 
and its holding company would generally be regulated by one Fed- 
eral regulator that woiUd have full supervisory responsibility and 
accountability for that organization. 

At the same time, the number of bank r^ulators would be re- 
duced from four r^ulators to two, with tiie Board of Governors of 
the Federal Reserve r^^ulating Stete banking organizations, and 
the new Office of DepoeitoTy mstitutions under Treasury regulat- 
ingall Federal banking organizations and all thrifts. 

The Federal Deposit Insurance Corporation would refocus its re- 
sources on its primary role of insuring banks and resolving failed 
institutions. Wnile its dav-to-day role in r^ulatine certain Stote 
banks would end, it would, maintain its current authority to exam- 
ine all banks and their affiliates for insurance purposes. 

There would be no cutback in FDIC re^^atory authority, and 
indeed, there would be expanded FDIC authority to check the riski- 
ness of Stote-chartered banks that maintain Federal deposit insur- 
ance. 

Finally, I would like to discuss the FDIC proposal to recapitalize 
the Bank Insurance Fund, which is included in the l^islation. As 
the subcommittee is well aware, the BIF is at its lowest level in 
history as a percentage of insured deposits, and is projected to de- 
cline still further over the next 2 years. Without an infusion of 
funds, the FDIC could find itself with too little cash to pay for 
losses, resulting in possible exposure for the taxpayer. 

Since last fall, the FDIC and the banking industry have been en- 
gaged in discussions over how best to recapitalize the BIF. As these 
discussions proceeded, we set out four objectives that we believe a 
BIF recapitalization plan should meet. These objectives are: 

First, the plan should provide sufficient resources for the FDIC 
to do its job. 

Second, the plan should be financed by the Industry. 

Third, the plan should be structured to avoid further impairing 
the health of the banking industry. 

And, fourth, the plan should rely on generally accepted account- 
ing principles. 

Several weeks ago, the FDIC circulated an outline of a recapital- 
ization proposal. Ilus outline contained a broad range of funding 
options, including authority to borrow ftt>m, and to sell stock to, 
the Federal Reserve, the Treasury, the hnnlting industry, and the 
public. 
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Following receipt of this outline, we worked with the FDIC to 
narrow the range of funding options. The result is the propoeal in- 
corporated in the l^islation. This plan has the fiill support of the 
administration. We believe that it Batisfiee the four objectives I just 
described. 

Perhaps most importantly, the plan relies on industry funds, not 
taxpayer funds. 

Tlie plan would give the FDIC authority to borrow up to $25 bil- 
lion ft*om the Federal Reserve banks, for use as loss funds. These 
borrowings would bear interest at Treasury rates. The FDIC would 
be required to increase premiums and dedicate them — that is, to 
set them aside — in amounts sufficient to assure the payment of in- 
terest and principal on any such borrowings. Thus, the Federal Re- 
serve would be assured of repayment. 

The plan would alao modify the FDIC's current borrowing limita- 
tion in two ways, in order to permit the FDIC to use the new Fed- 
eral Reserve borrowing authority to pay for losses, £is intended. 

First, the l^islation would exclude any new borrowing from the 
Federal Reserve from the existing limitation on obligations. With- 
out this provision, the Fi)IC would not have access to the funds. 
Second, the legislation would allow the FDIC to count the unused 
portion of its existing $5 billion line of credit for purposes of calcu- 
lating compliance with the obligation limitation. 

Without this provision, the TDIC would be unable to continue to 
use its existing authority to borrow for working capital purposes 
from the Federal Financing Bank. 

Finally, the legislation would impose an a^r^ate ceiling on in- 
suremce premiums for BIF-insured institutions of 30 basis points. 
Since the new risk-based premium authority discussed above would 
allow the FDIC to vary premiums depending on the riskiness of tiie 
institution, the FDIC would retain the auUiority to assess individ- 
ual institutions more than 30 basis points. The ceiling would apply 
in the a^r^ate to all BIF-insured institutions. 

The subcommittee will recall that the ceiling on premiums was 
lifted just last fall, as part of the Omnibus Budget Reconciliation 
Art of 1990. The reasons for relmposing the ceiling are two. First, 
there is widespread agreement among the bank re^^ators, includ- 
ing Chairman Seidmcm, that a cap on premiiuns is important to 
allow the industry to continue to attract capital. 

Moreover, it is the FDICs view that raising premiums to more 
than 30 basis points could cause substantially more bank failures, 
and thus be counterproductive. Second, the old ceiling was lifted in 
order to permit the FDIC to craft a recapitalization plan. Now that 
such a plem is in place, we join the FDIC in ui^ging ^e Congress to 
reimpoee a celling of 30 ba^ points. 

In conclusion, the time has come to address the urgent problems 
facing the banking industry. We strongly urge Congress to adopt 
the Financial Institutions Safety and Consumer Choice Act of 1991. 

Thank you, Mr. Chairman. 

Mr. Babnaro [presiding]. Thank you, Mr. Glauber, for a very ex- 
cellent statement. We appreciate very muchyou being here this 
morning. I can see you can use some little Therma Flu or some- 
thing of that kind. 
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I am going to forgo my questions at this time and reaygnize Mr. 
Wylie. 

Mr. Wyue. Thank you very much, Mr. Chairman. 

It was indeed an excellent statement. And, again, I want to com- 
pliment you for the good, hard work you have done on this l^isla- 
tion. 

I started receiving in the mail poetcards like this from this real- 
tor, and they are apprehensive about an issue I am not sure they 
should be. It says I am concerned that the Treasury proposal leaves 
the door open for legislation that will allow ban^ to expand into 
real estate brokerage. 

Real estate is subject to dramatic market changes and dramatic 
risks. Would the "^asuTy bill permit banks to engage in real 
estate brokerage? 

Mr. Glauber. We would not allow national banks to deal in real 
eetate brokerage. Some States allow banks to deal in real estate 
brokerage. 

Mr. Wyue. That is the euiswer, then, there is no change in the 
present law. It would not allow national banks to engage in real 
estate brokerage. Some States do allow real estate brokerage activi- 
ties. Maybe what they are saying— I don't know. But OK. liiat is 
where I came out, and so, that wiU be my emswer to them. 

It would seem under the Treasury plan the number of institu- 
tions that would be able to take advantage of the new authorities, 
primary institutions that have a holding company structure, what 
about the small community banker? ^d you ^ow where I am 
coming from on this, this is something that has been asked of me 
by the independent Imnkere. 

How will they benefit trom the Treasury proposal? 

Mr. Glaubeb. First of all, immediately those banks that have 
high levels of capital would ei^oy lower bank insurance premiums, 
and most States — excuse me, most community banks have high 
levels of capital. 

Furthermore, there are provisions included in this le^lation 
which would reduce the paperwork burden on banks, particularly 
small banks, and a number of th»e small commerdal banks are 
drowning in paperwork. 

We would try to ease that, consistent with making certain they 
meet all their obligations. We think that would be a great benefit. 
Moreover, they would benefit in the long run from a healthy bank- 
ing system tlmt doesn't have as many failures, and the prospect 
down the road of being able to lower insurance premiums. 

I think tiiere is a great deal in this bill for communi^ banks, 
and frankly, as I have gone around the country and talked to com- 
munity bankers, a number of t^em agree with that. They know 
perfectly well when they have come up against competition with 
lai^r banks, have done very, very good. 

The history of States that have allowed statewide banking, the 
community banks have held their own. 

Mr. Wyue. A number do not agree with you, too, and 

Mr. Glaiibkb. I agree with that. 

Mr. Wyue. I thmk we need to do a little more work in that 
r^;ard. 
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Some critics of finfincial services modernization for the banking 
industry claim these efforts are anonymous with der^ulating the 
thrift industry. How do we meet that? You have heard it, I have 
hectrd it. 

Mr. Glauber. I heeird it as recently as Chairman Annunzio's 
opening statement. I think there is obviously good reason for 
people being concerned, having recently experienced the thrift de- 
bacle. 

I think it is a mistake to say what we are proposing is der^ula- 
tion in any sense. First of all, we require extremely strong supervi- 
Bion. There is a whole section of this bill that deals with stronger 
Bupervisory measures, to make sure the regulators intervene deci- 
sively and rapidly when bank capital falls. 

Second, we will fdlow these new activities to go on only outside 
the bank, only in separately capitalized afBliat^, walled off from 
the bank so dep<»itor money, insured money, money that ultimate- 
ly the taxpayer stands behind, is not put at risk by these new ac- 
tivities. 

We will not allow them to go on inside the bank, as faapp^ied 
with thrifts. Next, we in fact direct the FDIC to roll back the kinds 
of State^bartered activities that they will insure, as we did with 
thrifts. 

We have taken, I think, very strong measures to make certain 
these new activities don't put the bank at risk. And, finally, we 
will allow only well-capitalized banks to engage in these new activi- 
ties. 

I understand why people could see a parallel, but I must say, 
there really is not a parallel. We have gone to great lengths to 
make certain these new activities can be done safely. 

Banks can follow their customers into the kinds of activities 
their customers engage in, and do it in a way that is safe for the 
deposit insurance system. 

Mr. Wylik, Thank you. 

Mr. Basnard. Mr. Kleczka. 

Mr. Kleczka. Mr. Glauber, on page 6, you indicate the l^isla- 
tion would essentially eliminate FDICs discretion as it relates to 
the "too-big-to-f£iil." Could you explain to the vehicle how that 
would work, in effect? 

Mr. Glauber. Essentially, we would put the FDIC in the business 
of paying off in the first instance only insured deposits. We would 
tell them, you pay off insured deptwits. Some people have suggested 
that we stop there, tmd that we never have any circumstances 
under which iminsured deposits could be paid ofT. 

We think there could be a rare circumstance where it might 
make sense to pay off uninsured deposits, and we direct the Fed 
and the Treasury to make a determination if there is a danger to 
the entire financial system, and if there ia, in that case we would 
permit the FDIC to pay off uninsured deposits. 

I think we have to allow such a determination. Other countries 
do. I think we have to be prepared to defend the financial system. 
But what we have proposed is a dramatic scaling back of the cur- 
rent "too-big-to-fail policy under which the FDIC pays off essen- 
tially all deposits. 
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Mr. Klbczka. The payout for those deemed too-big-to&il would 
come out of the bank deposit Insurance Fund? 

Mr. Glaubir. It would. Some have suggested it should come from 
the Fed. 

Mr. Kleczka. Let me follow up on that. I had a conversation last 
week with a banker in my district, and he indicated it would prob- 
ably be more appropriate to cetll it a too-important-to-faU policy 
versus a too-big-to-fail. His further suggestion was since the dollar 
is being covert, paid no premium into the Fund, let's treat it as a 
general appropriation ana further treat it like a Chrysler or Lock- 
heed situation, or if it is deemed by the r^ulators, the institution 
involved is too important to fail, and there are times when that can 
occur, pay off the deposit insuremce out of the Insurance Fund, the 
insured deposits out of the Insurance Fund, and for the balance, 
come forwEird and make a separate case on covering uninsured 
assets in an institution too important to fail. 

Mr. Glauber. I think that case can be made, and it is not an un- 
reasonable pceition to take, and a number of people have taken it 
I think, for example, that Chairman Rifle's bill in the Senate, 
takes essentially tnat position. We came down on the other side. 
We think the banking industry should pay for these if, in fact, the 
banking system is being protected. 

Mr. Klbczka. The medium and smedl-sized banks will never 
come under the policy. If they are about to fail, we will pay off the 
insured deposits and the rest goes down the drain. This only in- 
cludes the very, very large banks in our system. At that point, the 
bankers I represent in my district think they are paying for some- 
thing they should not be. 

Mr. Glaubeb. I understand their concerns. I think the only solu- 
tion to this problem, too-big-to-fail, is to cut down on the number of 
failures. If we can cut down on the failures, we won't have to face 
this call on whether a bank is too-big-to-fail or not. 

What we propose is a system of prompt intervention to get to 
banks before they fail, to get to them before they run out of capital 
so we won't have to make the hard decisions in those rare cases. 

Mr. Kleczka. Two further questions. How do you treat foreign 
deposits in the l^islation? Are they subject to assessment? 

Mr. Glauber. We propose to treat t^em as they are covered now, 
which is not assessed. 

Mr. Klbczka. There are no premiums? 

Mr. Glauber. They are not covered. They are uninsured. 

Mr. Kleczka. Are they covered today? 

Mr. Glauber. No, they are not. 

Mr. Klbczka. There were some items affecting credit unions in 
your original proposal to Congress. Were those two items retained? 

Mr. Glauber. I am not sure. 

Mr. Kleczka. One was 12-year paydown of 1 percent asset, and 
the other was Treasury rep on the Doard. 

Mr. Glauber. Those two proposals are contained in the legisla- 
tion as they were in the origmal. 

Mr. Klbczka. Thank you very much. 

Thank you, Mr. Chainnan. 

Chairman Annunzio [presiding]. Mr. Baker, you are recognized 
for 5 minutes. 
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Mr. Baksr. Thank you, Mr. Chaimuin. 

Mr. Secreta^, I want to compliment the work that has been 
done to date. Treasury has prepared what I think is basically a 
good l^islative instrument in emphasizing and addressing the un- 
derlying causes of the current illness, rather than just Etddressing 
Federal insurance problems. 

However, I want to point out, as the earlier gentleman indicated, 
if we are to engage in significant alterations in policy, the too-big- 
to-fail doctrine is one that should be addressed, and uie concept of 
paying for extraordinary losses in difficult times for those too im- 
pcnrtant to let go might be best served through genersil appropria- 
tions rather than assessing independent bEtnks who otherwise 
might not engage in these new activities. 

I have a speofic concern, however, about the enforceabilify of a 
particular provision, and that comes perhaps in extraordinary eco- 
nomic times, not normal economic times, wherein the regulator 
ma^ determine a bank's capital ratios are declining, and that insti- 
tution would be a subsidiary of a commercial holding company, not 
a bank owning diverse interest, but a lai^ industry component, 
and I see that to be the more likely case, because as I understand 
it, some 70 percent of disposable capital avEtilable is going to come 
fiom the commercial side. s 

We all agree we need money, we eu^ going to have to get it from 
those commercial interests, and the likelihood there will be acquisi- 
tions of financial institutions and likely they will buy healthy insti- 
tutions. 

The trouble, I think, in many occasions as the country may gen- 
erally be doing well, there may be redone of economic depression. 
You may have another downward movement of the price of oil, and 
those engfieed in reeil estate and oil portfolios may find themselves 
precipitously with significant capital decline. 

Even with early intervention, the holder may call upon the hold- 
ing compimy under provisions of ls.w to make a capital injection or 
dispose of the institution. My concern is the l^islation may not 
provide enough incentive from a businessman's perspective to not 
throw that institution, which is now troubled in a troubled econo- 
my, into the hands of the FDIC and the Bank Insurance Fund 
rather than put his own capital further at risk by bailing it out, as 
it may require. 

My suggestion, therefore, or question, is there not a better way 
at the time sm acquisition is made by a commercial holding compa- 
ny of a financial institution, to have a higher level of capital at 
risk other than the currently proposed capital standard, bo we 
insure only in very limited occasions, does the decision result in 
conservatorship, thus mnking Uie taxpayer liable rather than the 
current system? 

Mr. Glaubeb. I understand your concern. What we propose is 
that at such time as the bank would cross below the fully capital- 
ized threshold, which would be 8 percent in the near future, that 
immediately the holding company either has to fill up the capital 
again, get rid of the bank or subject itself to bemk-like kinds of reg- 
ulation. 

We think that is enough. There are other proposals that would 
allow the r^fulators to call back capital from the commercial firm. 
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I think in deciding what is a suitable set of r^ulations, you have 
to balEuice the need to make certain the bank won't become a ward 
of the Fund and cost the Fund money, and at the same time, pose 
an attractive opportunity for the commercial firms, which as you 
suggested, have most of uie capital. 

We think what we have done is a proper balance. As I say, when 
a bank crosses the 8-percent threshold, it would immediately have 
to be recapitalized up to 8 percent, sold off, or the holding company 
would have the regulators telling it how to make light bulbs. 

Mr. Baker. I don't think I disagree with the fact etirly interven- 
tion will be positive, and the regulators will be given a higher 
charge than they have before, and the supervision will be much 
more responsive. 

What I am concerned about is r^onsil problems, where you see 
precipitous decline. Rather than having a classification that on one 
side of the line you are good, and on tne other side of the line jrou 
are bad, perhaps install a screen, as we are now considering with 
risk-based premiums, to apply to the case of recapitalizing me in- 
stitution or conserving it. 

In our rush to expand powers, which I am for, in our rush to 
make sure additional capital is made available to the industry, 
which I think is essential, I want to make sure we don't leave a 
back door where we wind up with the same problems. 

Mr. GiAUBEB. I certainly understand your concern. Again, I 
think what we propose would have this bank being sold off at a 
time when it had just under 8 percent capital, so it is unhkely it 
would become a cost to the Fund or to the taxpayer. 

I think what we have is effective. I understand your concerns 
and would be more than happy to talk to you about eiltemativea. 

Mr. Baker. My time has expired, thank you. 

ChairmEui Annunzio. The time of the gentleman has expired. 

Mrs. Patterson, you are recognized for 5 minutes. 

Mrs. Patterson. Thank you, Mr. Chairman. Several things come 
to mind for me. One thing jumped out at me in the statement, page 
4; prompt corrective action. I think that is what we are all hoping 
for, prompt corrective action as we deal with problems and address 
OUT financial institutions. 

Along that line, I am concerned about BIF recapitalization. I 
know, to me, that is one area that we have to act quickly and swift- 
ly, and I am wondering if we shouldn't address the recapitalization 
of BIF now, right now, rather than waiting and includii^ it in this 
intense bill. 

I was told a couple weeks ago, we were talking about $10 billion, 
and I notice in your statement we are up to $25 billion. I would 
just like ^our opinion, would it not be a good idea to address that 
recapitalization issue now rather than later? 

Mr. Glauber. Well, first, as regards the amount of money, what 
we have included is enough to cover the most pessimistic of the 
forecasts that various agencies have made. Obviously, we hope all 
that would not have to be borrowed, but we want to make sure 
there is enough there to reach to worst forecasts of various agen- 
cies. 

Regarding your question whether we should act on BIF recapital- 
ization, I can understand the sense you might want to do that. Our 
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concern is this: If what we do is recapitalize BIP and don't deal 
with these other fundamental problems, I am afraid you will be 
back in this same room in a couple of years facing another recapi- 
talization of BIF. 

Unless we make this a healthy industry with strong banks that 
don't fail, unless we have a supervisory ^tem that intervenes rap- 
idly, simply recapitalizing BIF isn't going to solve the problem. 
There isn't an insurance fund large enough to handle a bankii^ 
system with $3 trillion of deposits if we don't have that bankii^ 
system capitalized and under effective supervision. 

1 would encourage you to do this package entirely smd not just 
take the short-term approach of recapitali^ng BIF. If we do enact 
this legislation, I believe we wouldn't be back here again recapital- 
izing BIF. 

Mrs. Patterson. This is my third term, and it almost sounds like 
I am hearing a repeat of something my first year up here with the 
thrift industry. If you will just give us this much, we will be OK. 
And today, on the floor, we are going to have to vote on a final 
RTC compromise. It just seems like I don't want to wait until you 
need more and more and more, and it would seem this is going to 
take a while. 

As I said in my opening statement, this is a rather detailed, com- 

Elicated bill, and I think we all realize {ill of it is not going to pass. 
1 the meanwhile, if our banks are willing and able and want to 
deal with the recapiteilization issue today, I sure would rather deal 
with it today than tomorrow. 

Mr. Glauber. I know it is easy to learn different lessons from 
history. The lesson I learned &om the thrift experience is that if 
we fail to act decisively, then we could face bigger problems down 
the road. 

I think in the thrift industry, if we acted more decisively earlier, 
we wouldn't have had the problems. I think the banking Industty 
offers us an opportunity to act decisively. The banking industry is 
not the thrift industry, it has $200 billion of capital, it earns prof- 
its, it is well-supervised, it is well-managed. 

But at the same time) there are problems in this industry, and I 
think we have the opportunity now to face them and not let them 
mushroom into bigger problems. 

So, that is the history lesson I learned. 

Mrs. Patterson. Two words from me that I think are important, 
supervision and numagement, and I do feel like our banks are 
better supervised and better managed. I am a little bit concerned. 
Talking to our banks and folks back home, it seems to me it might 
be necessary for us to look at the recap before we are able to get 
this large bill passed. 

My time has expired. I appreciate your response. 

Chairman Annunzio. Tmmk you very muim. 

Mr. Steams, you are recognized for 5 minutes. 

Mr. Stearns. Thank you, Mr. Chairman, and Mr. Glauber. 

I have great respect for you, and I sort of have to tell you, 
though, I share Congresswoman Patterson's comment. I am in my 
second term. I have heard terms like, if we do this and recapitalize 
this, this will be the last time I will be able to request things. I 
present these questions in great deference to you. 
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On page 3 of your testimony, you say we need to restore the pre- 
eminent national position of our banking industry. Just because we 
are not in the top 30 banks, or we only have one in the top 30 
banks, yet we have a world class economy, we have the leigest 
Gross National Product, I mean, sometimes smaller is better. 

I mean, why do we have to have these huge, humongous banks 
on the international scene? Why can't we have smaller banks? 
Why do we have to restore the preeminence of our international 
banking industry? 

Mr. Glauber. I think we should have both, preeminent interna- 
tional banks and stroi^; community banks, and also strong r^ional 
banks. There are different s^ments of the banking industry, and I 
think we ought to have leadership in all of them, and we ought to 
have strong, efficient banks in all those different s^ments of the 
industry. 

I do think we ought to occupy a position of leadership in the 
global banking business. We have global companies that are in- 
creasingly globally competitive. We should have a banking industry 
that is. 

We also should have community banks that are strong, that can 
serve the community borrowers effectively, efficiently and well. We 
should have strong re^onal banks. Our proposal would make re- 
gional bemks function more efficiently, because it would eillow them 
to conduct interstate activities in a much more cost-effective way. 

I don't think it is a question, should we have large banks or 
small banks. We should have both, and they should both function 
well, efficiently, and serve their customers well. I don't think we 
have to make the choice, and I hope I can get you not to interpret 
anything I said that there should be a choice, one versus the other. 

Mr. Stearns. I think that is a good emswer. Lots of people say 
bigger is better, and you are not saying that. I think you did a nice 
job explaining titat. 

Let me move on to the RTC. You were one of the architects of 
^e RTC durii^ my first time I heard you speak, several times on 
it. I have heard nothing back in my district but criticism for the 
RTC. 

My point is, you are up here now talking about a whole new bill, 
and you are the architect of this new Treasury proposal, and is it 
possible— I say this at great deference — we should question some of 
what you are proposing in light of what has happened to the RTC, 
it is doing successfully what we thought. 

The Waahington Ihst had an article where there seems to be a 
majority of the members don't think your proposal will pass this 
year, it is a 50-50 chance. Doesn't that tell you something? We are 
gun-shy? We are really concerned? Shouldn't you narrow it down 
and take one or two points? 

Mr. GiAUBER. I think it is a reasonable question. I think the 
answer is yes, I think we should take the approach we did, and let 
me try to tell you why. I think if we just do a narrow set of 
changes, if we just recapitalize the Insurance Fund, make some 
changes to deposit insurance, we really won't have gotten to the 
heart of what the problem ia 
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I think the heart of the problem is a banking system that oper- 
ates under laws that are 50 eind 60 years old and a world that (A>vi- 
ously has changed in 50 or 60 years. 

Unless we change those laws, let the banking system return to 
full healtOi, to be efHcient, competitive, simply recapiteilizing the In- 
surance Fund or making sm^ but important changes in deposit 
insurance won't do the job. 

We really will not have set the industry on the right road. And if 
we don't make the industi? healthy and competitive and efficient, 
there isn't an insurance nmd large enough to contain the prob- 
lems. 

Mr. Stearns. One last question. You mentioned several times, if 
we don't take decisive action. The last 2 years, your FIRREA bill, 
what decisive action did we take, in your opinion, that was success- 
ful? 

Mr. Glauber. I think what the FIRRE^A bill did was stop the 
hemorrhaging. Clearly, if we acted sooner, we wouldn't have the 
mess we have, but I think we wrestled it to the ground. We got con- 
trol of it. You are partially correct, trying to resolve a massive 
number of institutions— RTC now has well over 500 institutions. In 
it is a very, very lar^e and veiy, very difficult job. 

I think the RTC is doing a better and better job. I don't tiiink 
fmybody could have done a better job at the R'TC that everybo^ 
would have applauded. It just is a nasty, difiicult job, but I think 
we now have got the process contained and that is the success. 

Mr. Stearns. Thank you, Mr. Chairman. 

Chairman Annunzio. Thank you. 

Mr. Kennedy, you are recognized for 5 minutes. 

Mr. Kennedy. Thank you very much, Mr. Chairman. 

Welcome, Secretary Glauber. I appreciate the notions that we 
want to continue to try and fmd ways to make the U.S. banking 
system more competitive and the notions that we ought not to try 
to cut up the bill that ^ou have put forward. 

On the other hand, it does seem to me there are some immediate 

Kablems that need to be addressed in the banking industry that 
ve to do with some of the issues you have raised. 

Specifically, there have been recent reports, after a huge surge in 
brokered deposits by banks, particularly banks that are in a great 
deal of difficulty, both up in New England and here in the Wash- 
ington area, were two examples — I tmnk they have risen over six 
times in Washington. 

There was a bank, I think, that had somewhere in the neighbor- 
hood of $75 million brokered deposits and well over $610 million. 
Up in New England we had a bank that had something like $160 
million that is now well over $2 billion. And that is just in a short 
period of months. 

I wonder whether or not you have any ideas about how you 
mwht— whether you think that is a good idea. 

Second, if you don't, if there might be a way to limit the total 
number of brokered deposits to a percentage of total Eissets, or per- 
haps when capital goes below a certain level, that your ability to 
attract brokered deposits would be shut down. 

I don't know if you have even thought about what ought to be 
done. I would like to hear your thoughts. 
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Mr. Glauber. We have. We share your concern about brokered 
depOBits. We think brokered deposits should not be insured and the 
bill would very simply, straightforwardly eliminate insurance for 
brokered deposits. 

Mr. Kennedy. I understand that. What I am trying to figure out, 
if there is a problem that is going to be developing in a significant 
way over the short term, whether or not we might have to deal 
with that as a more immediate step, rather than holding on for the 
passage of a mi^or piece of legislation like this. 

Mr. Glauber. Obviously one solution would be to pass the legis- 
lation more quickly. Saving that, let me point out that the reglJa- 
tors do have the power with weeik institutions to control the flow of 
brokered deposits. 

Mr. Kennedy. Do they? That wasn't done in the savings and loan 
crisis. 

Mr. Glauber. You added that in FIRREA and gave them that 
power. You pointed to somewhere you have concerns, but they do 
have the power for weak institutions control. We think there ought 
to be a simple approach to brokered deposits and that is to elimi- 
nate insurance. 

Mr. Kennedy. Have the r^ulators used that power they were 
given in FIRREA? 

Mr. Glauber. They have used it. I think you could look at indi- 
vidual cases, but they do have the power and they have used the 
power. 

Mr. Kennedy. Do you have any specific opinions about banks — 
we have got this whole issue of "too big to f^l" that was employed 
particularly with a bank in New England. I suppose one of the rea- 
sons they have had to attract this capital is to keep themselves 
afloat. And whether or no that might put even — if you limited 
them significantly, that might put greater pressure on the FDIC to 
come up with more immediate bailouts quicker. 

Mr. Glauber. That is precisely the attention and how the argu- 
ment goes. It is correct in a number of questions, if the banks can 
get through for a short period of time using brokered deposits for 
their life line, they will return to health. 

Mr. Kennedy. Do you have any opinion on the two specific cases 
we have talked about so far? 

Mr. Glauber. I don't. I literally have not looked at the regula- 
tors' actions in those specific cases. As you know. Treasury is not 
charged with looking at specific banks. 

Mr. Kennedy. If it is starting to become a trend, and the aggre- 
gate number would indicate that a trend has developed here in 
terms of the numbers that were reported in the paper yesterd^, 
that would indicate that this is something that at some stage, I 
think. Treasury would take a serious inter^ in. 

Mr. Glauber. We do take a serious interest. 

Mr. Kennedy. In terms of actually looking at what is going on 
today, whether or not the regulators are using the powers in a way 
you feel are appropriate. 

Mr. Glauber. I think, in general, they have balanced these com- 
peting forces that you and I just talked about. As I said, longer 
term, I think the way to deal with this is to say simply, broknvd 
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deposits Eiren't what deposit insurance was meant to cover and let's 
get them out of that business. 

Mr. Kennedy. Second question that is related, one of the prob- 
lems we are facing obviously, with the credit crunch is, some of the 
difticulties in increasing bank capital. I have had a number of 
people that have expr^sed concerns about having the banks at- 
treict capiteil by using corporations to be able to purchase them. 

On the other hand, people seem less concerned about having in- 
dividuals' funds being used to purchase banks, and yet some indi- 
viduals have the capital that is necessary, but because of the Bank 
Holding Act are not able to move in. 

Is there any way you can see splittii^ over that eis an issue to 
allow more capital to flow into these institutions in the course of 
the couple of years? 

Mr. Glauber. I suppose you could go at that issue piecemeal. We 
believe we can find a way to edlow well-capitalized corporations to 
put money into banks, assure people that they won t use those 
banks un&irly, they won't expose the banks to risk, and by doing 
that, open up this investment that is so important to banks. 

I think we oi^ht to find a way to allow IBM or Gteneral Electric, 
or some other commercial firm, to put money into banks if they 
want to do it. 

Mr. Kennedy. My time has expired, Mr. Chairman. At some 
time, I would like to follow up. 

Thanks, Mr. Secretary. 

Chairman Annunzio. Mr. Leach, recognized for 5 minutes. 

Mr. Leach. Thank you, Mr. Chairman. 

Mr. Glauber, I would just like to approach two lines of inquiry. 

One, the Treasu^ is now proposing that we authorize borrowings 
from the Federal Reserve Boaro. That, frankly, makes some sense 
for the fDIC Fund. The second question is what the FDIC will be 
empowered to do with that borrowing authority. 

One concern is that it will simply be used to consolidate insol- 
vent iostitutions out of existence or make direct loans to banks in 
difficulty. 

As I understand the history of the "lender of last resort" theory, 
a distinction existe between providing money for solvency or cap- 
ital support and money for liquidity support. Historically, it strikes 
me that if there is a social case for solvency support, you ought to 
come directly to the Treasury for an appropriation, not indu«ctly 
through borrowings from other banks to shore up other individual 
banks. 

How strongly does Treasuiy feel about this? I must say that I 
have a lot of qualms about the notion of using the FDIC fund to 
lend directly to institutions. That means the Government is going 
to be in the business of making, frankly, political decisions. 

It is also going to be in the business of competing with other ele- 
ments in the private sector. Ironically, it could mean having one 
kind of institution providing support for its direct competitor be- 
cause of the way the FDIC derives its funds. 

The query is, is this an approach Treasury truly wants to make? 

Mr. Glauber. First, Mr. Leach, let me make cleeir this l^^ation 
does not change the authority of the FDIC on how it spends its 
money. This legislation simply gives it the ability to borrow U!Q to 
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this legislation. 

As you know, the PDIC currently has the pow«- to engage in 
open bank assistance, and this neither strengthens nor weakens 
that power. We are absolutely neutral in this l^jslaticm -what the 
FDICdoes. 

I understand your concerns about the FDIC using its moaey in 
the form of open bank assistance to prop up banks, as some people 
have said. And, frankly, I both understand tbem and share some of 
those concerns. I just want to emphaaze this l^islati<m takes no 
position on that and doesn't tilt the FDIC for or against that. 

Mr. Leach. It is widely understood the FDIC intends that. Is this 
something the administration is going to support or not 8UH>ort? 

Mr. Glauber. The administration has evidenced in the past siKiie 
concerns about that for some of the reasons you just mentMxied, 
that it could be allocated for other economic reascHis, it could 
become a highly-politicized set of decisions. 

We said we worry that the money could go to institutiCHiB that 
are, in fact, not viable long term and do it At a minimum, a mecb- 
anisro would have to be found to make sure it went to insUtutionB 
that were long term viable. The problem is most institutions see 
themselves as being long term viable whether they are or not. 

Mr. Leach. Let me raise the other issue I have decided to raise 
at every opportunity I can, and that relates to definitions of what 
is considered capital. As you know, this legislation puts more 
power in the Treasury to oversee larger banks. That is going to 
become one of your mf^or responsibilities. 

At the moment, based upon current and historic definitions, 
larger banks, unlike smaller banks in most parts of the country, 
can count preferred stock, which is leveraged money, as a form of 
capital. In fact, one might argue whenever the preferred stock pre- 
mium is greater than the cost of money, it is over-leveraged money. 

What we have set in principle for Itu^ banks— and I must stress 
there are very few laige banks in the country that can pass an 
Iowa banking exam — is that over-leveraged money may, itself, be 
used to leverage more money. 

The idea of preferred stock as capital is something which I think 
deserves very serious attention. As long as that is going to be the 
primary province of Treasury, are you prepared to relook at this 
issue? 

Mr. GiAUBER. I _.. me clarify a couple of things. The new hfiTiVinp 
regulator doesn': get responsibility for any more banks than it did, 
although it does get responsibility for their holding companies, so 
that is quite correct. 

On the preferred stock issue, as you know, only some forms of 
preferred stock can be counted aa primei^ or tier one capital. That 
IB perpetual preferred, preferred that is there forever. Non-perpetu- 
al preferred 

Mr. Leach. It is there forever, but the obligations for dividends 
are there forever, too, and tiiat is a curtailment on the ability o! a 
bank to make money. 

Mr. Glauber. I understand that. Actually the obligation of divi- 
dends are a little complicated, as I know you know, that they — that 
/ireferred which can be counted in tier one is both perpetual and 
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made up. If it is accumulated, it has to go to tier two. 

There has been some attention 

Mr. LsACH. We are talking about those distinctionfi. The more I 
think it through, it should be neither tier one or tier two. You have 
some as tier one and others as tier two. It aifects all deftnitions, 
because it implies banks have real capital when they don't. They 
have got levereiged capital, which is a very difTerent cup of tea. 

All I am saying is, if the U.S. Treasury is going to be the princi- 
pal regulator of &e largest banks in America, I hope it will take a 
new look at what those obligations entail. And I hope you £u% pre- 
pared to have a stiflened ba».bone. 

Mr. Barnahd. Will the gentleman yield? 

Mr. Lbach. I would be delighted to yield. 

Mr. Barnaed. I think you have developed a real interesting ques- 
tion here r^arding capital. Would it be your position, then, that 
banks would not be eligible to issue any preferred stock? I 
mean 

Mr. Leach. No, I think a bank can issue as much preferred stock 
as it wants, but it is the obligation of the protectors of the Fund to 
make sure that it is defined in such a way that is isn't foolishly 
considered real capital for levere^ing purposes, because there is a 
distinction. 

Chairman Annunzio. The time of the gentleman has expired. 

Mr. Neal, you are recognized for 5 minutes. 

Mr. Neal of Massachusetts. Thank you very much, Mr. Chair- 
man. 

I would like to pursue a question raised by Mr. Steams. It has 
been the focus of my intention, as we watched the evolution of the 
proposal from the administration, what I am concerned about is 
not only the idea of bigger beuiks, but what I am concerned about is 
removing local decision making. 

I think the l^islation as proposed in title 2, not only allows for a 
system of bigger banks, but it centralizes decision making. 

I understand the arguments the administration has made about 
efficiency of the nuu-ketplace, we acknowledge that. But those of us 
who don't come from New York, Chicago, or Boston, I think that 
we have to be equally concerned about the ability of consumers to 
march through the door and seek some sort of favorable judmient 
and treatment betsed upon a longstanding relationship with a Dank. 

If the argument is going to be, that's the rule for smaller commu- 
nitjT-based banks, the truth of the matter is, there are going to be 
projects that go far beyond the ability of that bank to deBver. 

And my resistance to the administration's proposal has leirgely 
come from the ffict I am not only concerned about the idea of 
bigger banks in terms of total capital base, but just as importantly, 
removing decision making firom relatively marginal metropolitan 
areas. 

How might you respond to that? 

Mr. Glauber. I understand your concern and I think, again, I ap- 
preciate you pointing out the community banks. I think this isn t 
going to be much of an issue, because I think community banks 
will remain strong under tlds proposal. I take it you are talking 
about the next level up in size? 
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Mr. NsAL OF Massachusetts. That is right, the mid-sized institu- 
tions. 

Mr. Glaubeb. In those institutions, to a great extent, we already 
have interstate activities, as you know, that are to a great extent 
controlled centrally, and the question 

Mr. Neal op Mj^achusetts. It hasn't served my area well, that 
is the point. I watched the decisionmetking powers from Springfield, 
which is the 96th largest SMA in the country, move steaoUy to 
Boston. I think our next concern, those decisionmaking powers are 
going to move to New York and they are going on to London and 
on to Tokyo. 

Mr. Glauber. My sense in those cases is, the smart banks faa\% 
learned they can't compete effectively against the local based deci- 
sion-making of other banks. The smart ones have turned a lot of 
power back to the local branches of their banks. 

This bill, it seems to me, won't chsmge that tension. What it 
would do is make possible for those interstate activities to be ad- 
ministered efficiently so that a lot of overhead costs of the oper- 
ation could be taken out. 

Mr. Neal of Massachusetts. The l^islation, as drawn in title 2, 
would reinforce the idea decisions could be removed and there 
would be very little a local community could do to seek relief as 
that decision making is moved away n*om mid-sized communities 
across the county. 

Mr. Glauber. I don't think it would accelerate it. I think what It 
would do is make it possible to operate those branch operations 
more efficiently, whicn would mean for the customers of those 
banks, lower costs, lower transaction costs, lower interest rates, 
just more efficient operations. 

I appreciate the tension you raise. I think in my experience the 
smart banks that have run regional operations have run them 
close to the communities, because otherwise, they lose market 
share. They don't serve their customers well. 

Mr. Nkal or Massachubbtts. My overall concern is that the ad- 
ministration's answer to great efficiency in the marketplace appear 
to be simply allowing for the establishment of larger banks all the 
time. 

Mr. Glauber. I would hope that I could convince you that isn't 
what we mean to be the answer. What we mean to be the answer 
is, those banks that want to operate regionallv and do operate re- 
^onally today should be able to do so etliciently. I don't toink that 
IS going to lead to large banks. 

Indeed, If you ask me what is likely to come out of this legisla- 
tion, in terms of reshaping the landscape, I think you will see con- 
solidation among the very largest banks rather tnan the smaller 
banks being gobbled up in any senw, because some of the largest 
banks are the weakest banks and those banks will be required by 
this legislation to get stronger or get out. 

So if you ask where the changes are going to come, I think a lot 
of the changes will come along the large, mtuor money maritet 
center banks. 

Mr. Neal or MAssACHiiSErra. Thank you. 

Mr. MoRAN. Let's get back to, fbr a moment, the deposit insure 
ance issue, "rell me why It would not be possible sometime in the 
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future to phase in more privatization of deposit insurance so that 
over perhaps a 5-7ear period, you may get back to the point of 50 
or $40,000 guaranteed by the Federal Government 

But above that, you have the depositor option for private insur- 
ance, give up a quarter of a point on their interest rate if they 
c^ose to do so, 80 that the issues of brokerage depositor, your pass 
through accounts, £uid every account of significance which would 
exclude most of your individual family account, would be made in a 
businesslike basis, probably having a risk-based premium, based 
upon the solvency of the bank. 

Now, why couldn't we get a little more creative about deposit in- 
sursmce? 

Mr. Glauber. Well, I think the answer is, we can and we should. 
We mandate in this le^lation a pilot program by the FDIC to get 
private insurance into deposit insurance. I think it is a very prom- 
ising area. I think today it isn't cleetr there is enough cajractty in 
the insuTEUice industry to do a lot of it, but I think as we gain expe- 
rience with it, that capacity could grow and I think it should. I 
think that is a direction we ought to go. 

The suggestions of rolling back the $100,000 have been, I think, 
generally met with strong criticism. We do think, while we 
shouldn t roll back the $100,000, we ought to contain the growth in 
FDIC insurance coverage, and indeed we have proposed that. 

Some people have criticized us for not going far enough with 
that. A number of people have criticized us for going too far and at 
this time of concern about the banking industry they suggested we 
shouldn't make any changes. 

I think that is an argument that can always be made and if we 
accede to that ai^rument, we will never make changes. I think now 
is the time to start changing the direction of deposit insurance to 
reign in its growth, bring it back to its historical purpose. 

I quite agree with you. We take steps in that direction. I think 
they are prudent steps and careful steps and I think we ought to go 
down that path. 

Mr. Mohan. I am glad to hear you are receptive. Do you have a 
figure on the average individual account deposit. 

Mr. GiAUBER. About $10,000. 

Mr. MORAN. About $10,000. That is what I figured. 

Mr. Glauber. There are very, very few accounts or depositors 
that have more than $100,000 in a bank. There is— unfortunately, 
the case is that we don't really have very good information on de- 
positors' accounts. We have better information on household ac- 
counts, but not on individual accounts. And that was one of the 
problems we feiced as we looked to see what we should do about de- 
posit insurance. 

In the legislation, we asked the FDIC to come back in 18 months 
with better figures on who owns what in the deposit system, going 
down to the individual level, so you could make a better judgment 
about how much further you want to go on deposit insurance, take 
the first step and ask you to look at it again m a couple of years. 

Mr. MoRAN. That would really help our decisionmalung to know 
what we are deeding with here. If, for example, you were to look at 
accounts, not on dollar basis, but the quantity of account, it would 
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be interesting to know if you had a level of $60,000, if that would 
take care of 95 percent of accounts in banks in the country. 

We don't have those statistics so we don't know what we would 
do if we were to alter the $100,000. 

Mr. Glauber. That is correct. I think we can take the steps we 
proposed, which are a first step, and then I think the Congress, 
armed with better information on both deposit distribution and 
also the cost of administering other kinds of systems, could decide 
if it wanted to take further steps. 

Mr. MoRAN. Thank you. 

Chairman Annunzio. Mr. Roth, you are recognized for 5 min- 
utes. 

Mr. Roth. Thank you, Mr. Chairman. 

S£K;retery Glauber, how will this bill address the dire problem of 
U.S. economic competitiveness, like we see in the paper this mom- 
ing, technology and so on or doesn't this bill address this? 

Mr. Glauber. I think it is an issue here and I think it will ad- 
dress it. I think we have got to make our banking system more 
modem, up to date, efficient. We have to allow it to come into this 
last decade of the 20th century. 

We have laws that proscribe activities by hanks that I don't 
think make sense today. It makes it very hard for banks to be com- 
petitive. Bank customers now get financial services from all kinds 
of non-banking institutions, which is mutual funds. Sears that pro- 
vide savings accounts, 800 numbers that let them buy products 
across State lines, yet the laws are very fixed what the banks can 
do. 

Mr. Roth. Let me follow up. One of the other Members asked 
questions about large buiks. Every time I have heard Secretary 
Brady speak — and 1 appreciate his comments, I think he does an 
excellent job — he always talks about none of the banks — we have 
no U.S. banks in the top 25, top 30. 

If this bill is passed, what will it look like in 5 years? Are we 
going to have banks in the top 25 again? 

Mr. Glauber. I think this bill is aimed to eiddress all different 
s^^ents in the banking industry. I think we have to be strong in 
global banking and community banking and we have to be stnmg 
in regional banking. I don't think we have to make a choice. I 
think we have to allow our global banks to compete effectively 
against their competitors. 

Our laws get in the way of that. I think we can update the laws, 
let them compete effectively and at the same time make sure they 
are safe. We have to make those changes. I don't think that is the 
only thing we want to do. 

We also want to make sure the regional banking system is effi- 
cient, the community banks aren't buried in a pile <tf paperwork. 

Mr. Roth. I understand. I know what you are saying. I Imow you 
have a very tough job because some of these issues politicetlly are 
more difficult to sell. 

On these banks that fail to meet the minimum capital, we have 
got at this term significantly hi^er as far as inter^ rates those 
banks can offer? 

Mr. Glauber. Excuse me? 
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Mr. Roth. In these banks that do not meet the minimum capital 
standards, we have — they can offer interest rates significantly 
higher — as in S&Ls, because in Wisconsin, I was getting the seven 
and three-quarters, in Texas I could have gotten 11.5 percent. The 
question, what does that mean significantly higher? Is there a for- 
mula we can point to? 

Mr. Glaubbb. The answer is no. It is a fact the regulators are, 
under FIRRBA, permitted to control the use of weak banks of bro- 
kered deposits. What we would propose is remove deposit insurance 
from all brokered deposits. 

Mr. Roth. The question I would have in this bill if the question 
is suppose, for example, to myself, if we have a weak biuik in 
Texas, we have a stror^ bank in Wisconsin, what percentage rate — 
there is a cap to what percentage rate they could as in Texas as in 
a weak bank? 

Mr. Glauber. I am told there is no specific cap, it is a r^ulator- 
defined number. 

Mr. Roth. If we have a State-chartered bank in Illinois, Mr. An- 
nunzio's State, they come up to a good State like ours, Wisconsin, 
and the question I have, who is going to r^ulate that bank in Wis- 
consin? Is it minois law or Wisconsin law? 

Mr. Glauber. Yours. 

Mr, Roth. Thank you very much. 

Thank you, Mr. Chairman. 

Chairman Annunzio. We have been through this exercise before. 
Are yo>i implying Illinois is not a good State? 

Mr. Roth. Illinois is an excellent State except a little bigger than 
Wisconsin. 

Mr. Glauber. By the same token, if a Wisconsin bank comes to 
Illinois, Illinois laws govern. 

Chairman Annunzio. Mr. Hubbard, you are recognized for 5 
minutes. 

Mr. Hubbard. Thank you, Mr. Chairman. 

My district is just south of the State of Illinois. I apologize for 
not beii^ here at the beginning of this heeirii^. I was among the 
seven Kentucky Members who were testiiying before the Energy, 
Water Appropriations Committee. It was our annual visit to ask for 
funds. 

Thank you, Secretary Glauber. Notwithstanding the earlier com- 
ments of the issue of too-big-to-fail, notwithstan^g my own Con- 
gressman's question, Jim Moran, he represents Fairfax, Virginia 
about the $100,000 deposit limits, let me indicate this. 

If my bankers were in this room, they would say, oh, please, not- 
withstanding what has been said earlier, put in our viewpoint. Last 
month in our full Bankii^ Committee hearing on the Treasui? 
report, I expressed my disappointment, the notorious too-big-to-fail 
doctrine had been completely ignored. 

As I said to Secretary Brady, this practice of giving preferential 
treatment to lai^e banks is simply patently unfair, unfair to the 
banks like the ones I represent in Western Kentucky. I asked 
Chairman Seidman if he could think of any banks in Kentucky 
that were too-big-to-ftul and he smiled eind stiid, no, there aren t 
einy. 
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It is unfair, not only to ban](8, it is unfair to the depoeitorg, tax- 
payers that are called upon to cover deposits over the $100,000 
legal limit. Contrary to our principles of representative govern- 
ment, the public is called upon to do so, not by their Representa- 
tives in the Senate or the House, not by the President of the 
United States, but by a wholly-independent agency of the Govern- 
ment, namely the FDIC, an Eigency with no direct accountability to 
the American people. This, of course, leaves a very sour taste 
among my constituents and those across the State from which I 
come. 

I was delighted therefore, Mr. Glauber, in reading your propoeal 
yesterday, to see some attempt has been made to address this issue. 
If I understand your proposal correctly, if the resolution of a finan- 
cial institution costs the FDIC more than the estimated lease, the 
cost alternative, the difference would be made up with a loan from 
the Federal Reserve. 

This would do a better job of protectii^ the Bank Insurance 
Fund. Although your proposal would present the FDIC from unilat- 
erally appl)dng the too-b^-to-fail doctrine, this solves the problem. 

I am particularly interested in your idea of a private reinsuremce 
demonstration project in your proposal for risk-based deposit insur- 
ance premiums. Indeed if depositors or depositor institutions them- 
selves have the option of privately insuring deposits over $100,000, 
the too-big-to-fful dUemma would indeed cease to exist. 

Question, how does Treasury's private insurance demonstration 
project help to eliminate the too-big-to-fail dUemma? 

Mr. Glaubkh. I think, first of all, if I could start at the beginning 
of what you said, we iigree with you, the whole too-big-to-fail idea 
has gotten out of hand. I appreciate your commente on what we 
propose, because I think what we propose significantly would scale 
back the protection of uninsured deposits and eis you suggested, 
would put the decision in the hand of one entity, the Treasury, 
which is responsive to the taxpayer directly. 

As far as private insurance in the system, I can't tell you specifi- 
cally how that is goii^ to evolve. As I said to Mr. Moran a few min- 
utes ago, the private insurance industry today, I don't think, has 
the capacity to do a great deal to insure all the bankii^ industry. I 
do think what we need is experimentetion in different ways uiat 
private insurance could be used in parallel with the FDIC over and 
above the $100,000. 

There is a precedent for over and above kinds of insurance in the 
brokerage industry, where brokerage accounts are insured by SIPC. 
Many brokerfige firms purchase insurance above the SIPC limits. I 
think that kind of meduuiism could work in banking as well. We 
have directed the FDIC to explore it. 

I don't think we could write into the le^lation today a specific 
plan we could have confidence in. I think we have to get our feet 
wet and I think this is a good first step. 1 also want to come back to 
one thing you said about too-big-to-fail. 

Ultimately, I think the wav to deal with too-big-to-fail is cut back 
on the number of failures. That really is the ultimate fair way to 
deal with too-big-to-fail. If we have fewer failures, we won't be put 
in the position very often of deciding whether we have to protect 



>yCoo^Ie 



the depoeit of a spedfic bank because it is crucial to the entire fi- 
nandm system. 

Mr. Hubbard. Thank you, Secretary Glauber, Mr. Chairman. 

Chairman Annunzio. Mr. Cox, you are recognized for 5 minutes. 

Mr. Cox. Thank you, Mr. Chairman. 

Secretary Glauber, I haven't been here all that long, but the 
length of time I have been here, I have tried to talk to Secretary 
Br^y ^Mut this. Now I will talk to you about it: That your evalua- 
tion of the consequence of your proposals on community banks is 
not shared by community trankers. They Eire, I guess. Chicken Lit- 
tles looking up at the sLy and seeing all kinds of problems that 
aren't going to exist. 

My sense of what you are doing, you have taken a look at the 
fact of the 25 top banks, largest banks in the world, there isn't one 
U.S. bank in tiiat list, "rherefore, because of that fact, you have in- 
terpreted that capital concentration is somehow good. Is that an ac- 
curate interpretation of what you are sayii^ 

Mr. Glauber. I don't think so. As I said before, I think we can 
have it both ways. We can have a healthy global banking system 
and have healthy community banks. We have done specific things 
in this legislation co mmuni ty bankers want. 

Mr. Cox. I understand that. Tell me how the world would be a 
better place and the United States would be a better place if we 
had one of our banks in the top 25. 

Mr. Glauber. I think we could better support our global compa- 
nies. We won't have to have those companies rely on financial deci- 
sions made by foreign banks. I think we want to rel^ as much as 
we can on U.S. banks to serve our global U.S. companies or at least 
have our U.S. banks compete successfully with foreign banks in 
head to head competition. 

This is a business we want to do very well on. We want to earn 
profits, foreign exchange. It is a service business in which we ought 
to excel. 

Mr. Cox. I don't deny there is a limit in the area of competiti<m 
because of limited capital, but what you have proposed to do — al- 
though you say this isn't a fact — what you propose to do is turn to 
the smaller institutions who are not the cause of the problem, who 
did not abuse the lack of regulation over the last 10 years, who 
have essentially nm their banks well, have survived well, and now 
you want to limit depoeit insurance whUe keeping "too-big-to-fail". 

There is one national accounting newsletter that has already en- 
couraged CPAs to advise their clients to move their deposits to big 
banks based on their evaluation of the Treasury proposal. You are 
not looking at the ultimate consequence to those small-town banks. 

I live in a town of less than 4,000 people. I think the decisions of 
loam being made in my small town are going to be made in Chica- 
go, New York, somewhere not in— I know you say that wise bank- 
ers will keep local control, but that isn't how it works. I watch it. It 
goes on in my district. 

Why is it not possible to look at this ^atem and find a way, 
when there are no guidelines for too-big-to-rail, that I can see — and 
I have asked — maybe you can tell me what the — what are the 
guidelines for too-big-to-fail in the new law, because there weren't 
any in the old law. 
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Mr. Glaubib. I tiiink you are quite correct, under the current 
system, we end up protecting all deposits. In the new srotem, we 
cut back on too-big-to-fail in a dramatic way. We tell the FDIC they 
are out of the business of uninsured deposits. We do say the Fed 
can override that in fair circumstances. 

What concerns me is this: I have heard from community bemkerB 
concerned, too, about not solvii^ too-big-to-fail. We are making too- 
big-to-fail a different policy. We are cutting way back on too-big-to- 
faU. 

If money doesn't pull out of those bernks under the current 
OTatem, why would it flow out of those banks to big banks under 
the system that cuts back on too-big-to-fail? That doesn't, to my 
mind, make sense. 

Mr. Cox. Because you are changing the rules on deposit insur- 
ance. 

Mr. Glauber. We are cutting it back some. We are cutting it 
back to $400,000 for a family of two. That isn't, to many people, a 
strong reduction. It is a reduction. It will flow on some people. My 
bet is, many of those people on whom it falls will take their money 
out of one bank and put it in another bank in the same area and 
not ship it off to New York. 

I don't think that a policy which makes too-big-to-fail happen 
less often, as our policy will, is going to lead to more money flowing 
out of small banks. It will lead to less money. 

I heard what you said, but it always leaves me very confused. I 
have been travelii^ aroimd the country trying to get people to ex- 
plain better to me. 

Mr. Cox. I hope those CPAs listen to you. 

Thank you, Mr. Chairman. 

Chairmfm Annunzio. I want to announce that Mr. Schumer is 
not here, he is chairing a meetii^ on the Judiciary Committee. 

I am ready to close the meeting, but I note Mr. Duncan came in. 

Mr. Duncan. Mr. Chairman, I understand Mr. Glauber has to 
get to another meeting, so I will submit any questions I have later. 

Chairman Annunzio. Without objection, Mr. Duncan is given 
permission. 

I didn't ask any questions today, I went up to a meeting on busi- 
nees for my own State, the veterans' cemetery, but I have one ques- 
tion, Mr. Secretary, and then I will close it. 

The Treasury study recommended that providing sufficient re- 
sources should be a goal of any Bank Insurance recapitalization 
plan. What happens if the $25 billion to be borrowed from the Fed- 
eral Reserve proves inadequate? Why do you cap premiums at 30 
basis points? 

Would you share with the subcommittee the calculations em- 

Sloyed by the Treasury Department which led you to the $25 bil- 
on figure for the BIF recapitalization? 

Mr. Glauber. Certainly, Mr. Chairman. What we said in our 
ori^pnal set of principles weis we wanted a recapitalization plan 
which was large enou{^ to do the job. We have looked at the fore- 
casts of other agencies on how much money is likely to be needed. 
OBIB, CBOjibB FDIC, thev run from more optimistic to more 
pessimistic. We have provioed our recapitalization plan laige 
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enough to meet the most pessiniistic of those forecasts. That 
doesn't guarantee in any way those forecasts will be right. 

I sincerely hope the most pessimistic will be too pessimistic, but 
what we tried to do is meet reasonable expectations of what is 
needed. Having done that, we look to see how much money would 
be needed in premiums to cover those loans, and 30 basis points is 
enough. 

We also talked with the FDIC and other agencies to determine 
how much they thought was a reasonable cap on premiums, know- 
ing if we set premiums too high, we could do more damage than 
^c»d. More bank failures would be caused, more banks would go 
mto BIF, and we would run up the coat of BIF more than if premi- 
ums were lower. 

Taking those two considerations into account, we came to the 30 
basis points figure. 

ChMrman Annunzio. Why should we have a cap? 

Mr. Glauber. I think we should have a cap for two reasons: One 
is what I just said if it goes above some level, we are going to do 
more damage than good. You can't get water out of a stone. The 
other reason is that the banks have to raise capiUil which will be 
difficult if tiiey are facing an open-ended call on their earnings. 

It is going to be that much harder for them to raise capit^. This 
is a decision, obviously, if you set this cap in place now, can be re- 
infected later at any time. 

Chairmim Annunzio. All of these hearings on the RTC, my ques- 
tion has alwE^ been taxpayers. We keep asking the taxpayers to 
pay for this. That is what you are doii^ again. You are askmg the 
taxpayers to pay. That is what we are trying to avoid. 

Mr. GiAUBEH. I couldn't sigree with you more. We are trying to 
avoid that. We explicitly do not believe we are asking the taxpay- 
ers to pay for it. 'The h anking industry will repay this loan to the 
Fed tluough premiums. 

Chairman Annunzio. I don't want to argue the point, but when 
you put a cap on anything that opens the gate. 

Mr. GlAUBEB. Mr. Annunzio. 

Chairman Annunzio. You put a cap, and it is open-ended, and 
the taxpayers will have to pay. I want to remind you again, that all 
tiirough the eighties we gave expanded powers to the savings and 
loan industry. 

In the last campaign, colleagues on both sides of the aisle. Repub- 
licans and Democrats, caught hell. I did not vote for expanded 
powers in 1980, but I want the record to show I was the only 
person on the conference committee that didn't sign the report. 

In 1982, in the Gam-St Germain bill, the Treasury Department 
b^^ged me to support more expanded powers. I insisted they guar- 
antee me better supervision of these ofRces. And like a sucker, I 
caved in, because they said, "You are going to have these extra su- 
pervisory powers, and we are going to watch this thing closely." 
You know what happened. We nad the debacle of the savings and 
loan industry. 

You came up with so many other ideas. This is what we are 
tnring to prevent here, if we can. We are honest men on both sides 
of the aide. But, you see, giving the S&Ls these expanded powers 
only created trouble for the S&L industry, because they got away 
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from the purposes that they were usually chartered for, and that 
was home loans. 

The same thing is true with banks today. We gave them expand- 
ed powers. They are all over the lot. It is the expanded powers that 
has caused us trouble. Now you are saying to us, give us more 
powers to do what? You just drowned a little bit, and now you are 
going to drown £ill the way. 

I want to leave that for the record so you will understand the 
position of chah-man. 

Mr. Glaubeb. Mr. Chairman, could I make one comment in re- 
sponse to that? I think banks were originally chartered to finance 
corporations, among other things. 

Qiairmein Annunzio. That is correct. 

Mr. Glauber. And provide the service of checking accounts and 
savings accounts for individuals. Today, corporations look to other 
institutions than banks to be financed. We would like to let banks 
serve their customers. 

Chairman Annunzio. Real estate companies that build these 
office buildings and gambling establishments in Nevada, that is 
what we are talking about. I understand the rhetoric, it is beauti- 
ful, it sounds good. 

We have to have the best banks. The problem is, they are not 
getting it, they are going broke fast. 

Mr. Glaubsr. Mr. Chairman, I agree with you, banks shouldn't 
be in the business of owning real estate. This bill will take them 
out of that business. We will explicitly take them out of the real 
estate business. We did it with S&I^, we should do it with banks. 

Chairman Annunzio. Mr. Glauber, I want to thank you for being 
here today to discuss the issues of recapitalizit^ the Bank Insur- 
ance Fund and strengthening banking in the future. These are 
areas of vital concern to this subcommittee and the nation. Over 
the coming weeks, the subcommittee will be hearing much testimo- 
ny on the Treasury proposal as well as various banking reform 
packages introduced in the House. 

lliese hearings will give all interested parties an opportunity to 
have their views heard. Again, I appreciate your appearance today, 
and the debate on these most important issues. I want to thank the 
members of this subcommittee for being here until the very end, so 
we could hear the testimony. 

Mr. Glaubeb. Mr. Chairman, thank you very much for giving us 
this opportunity. We look forward to working with you. 

Chauman Annunzio. The subcommittee is adjourned, subject to 
the call of the Chair. 

[Whereupon, at 12:15 p.m., the hearing adjourned subject to the 
call of the Chair.] 
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STATEMENT OF THE HONORABLE FRANK ANNUNZIO 

HEARING ON H.R. 1505, 

HNANCIAL INSTITUTIONS SAFETY AND CONSUMER CHOICE ACT OF 

1991 

Today we begin hearings on the Treasury E)epartment's banking reform 
l^islation, as well as legislation introduced by various members of the Banking 
Committee which deal with selected portions of the Treasury bill. 

Clearly, there are problems in our nation's banking industry. Every year 
bank fiulures and (heir costs continue to rise, and the Federal Deposit Insurance 
Corporation's Bank Insurance Fund is near bankruptcy. 

While most agree that there is a problem in the banking industry, there is 
fai less agreement as to the way to correct the problem. 

The Treasury proposal is the most far-reaching banking reform proposal 
perhaps in the history of our country. Already, it has generated much discussion 
and even greater controversy. But it has also performed the most important task 
of forcing the Congress and the American people to look deeply into the banking 
system. For that, the Treatuiy deserves high maris. 

I tm partictthrly interested in both the Bank Fund rec^iulization section 
of the legislui(»i, as well u the enhanced supervision section. Before any m^or 
changes are made in the basic operations of commercial banks, the Bank Insurance 
Fund must be recapitalized in a manner that it will provide the stability to the 
system for which it was intended. 
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We cannot simply apply first-aid to the Bank Insurance Fund, but rather, we 
must auure a long-lastiiig sohitUm to the tolvency of the Fund. 

Last week the Gmeral Accounting Office (GAO) appeared before this 
SubcommJItee, and testified that it could give Federal bank regulators no belter 
than a *D' grade in their suDcrvisory activities of the nation's banking system. 
It was a shocldng iodictmem of the regulators that are supposed to be the first line 
of defense against banking problems. 

It is very difficult for me to look favorably on broad new banking powers 
and programs, given the rqrart card of the regulators. I wouldfeel hi more 
comfortable dealing with this I^islation if GAO bad reported that the regulators 
were doing an outstanding job. While I realize that this legislation requires beefed 
up supervision, there is a great danger that such increased oversight will be more 
tongue-waggtng than watchdogging. 

In 1982, wbm Congress passed the Gam-St Germain Act, I was initially 
exposed to granting new powers to savings and loans. I changed my mind only 
after (he Treasury Dqiartmeot told Congress that it would increase supervision of 
savings and loans and wooU write strong regulations to prevent abtises. That did 
not hivpen, and we ftced a mammoth savings and loan crisis that continues today. 
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My support for any banking reforms will not be decided by words on a 
printed reform bill. My support will be contingent on the actions of regulators in 
the coming months. 

It is very difficult for me to promise broad support for the Treasury plan 
only days after the GAO told this Subcommittee about a study it had made 
surrounding the MCorp banks in Texas. For ten years, the OAO said, the 
regulators were concerned about the operations of MCoip banks, yet look virtually 
no formal action to correct the abuses in the financial institutions. When the bank 
biled, it caused a $2.7 billion loss to the FDIC Fund. 

Having expressed my ctmceis about the regulator!, I must also point out that 
those same regulators have placed Congress in a box in dealing with bank reform 
and new bank pcrwers. Where Congress has been rehictinl to grant new powera, 
the regulators have been granting broad new authority to banks under the agency's 
rulemaking authority. On too many occwions, the regulators have toU Congress, 
'if you don't change the laws, we will do it by regulatioa,* 

In abort, the regulaton are engaging in vigilante legislatitm. There is no 
qnestttm that if Congress does not refbrm the banking ioduidy, Ibe regultton will 
do it in tbeir own muner. 
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For eumple, illhough clearly prohibited by law, in a few weeks a large 
New York banking organization will manage the first equity stock offering 
underwrUten by a commercial bank in more thae SO years. The authority to 
engage in this activity was granted by Federal regulators. 

Congress must act to reclaim its authority as the sole provider of banking 
legislation. Banking legislation must be written by Congressional typewriters, and 
signed by the President's pen, not by regulatory loopholes. Clearly, there is a 
constitutional conflict in this issue. 

As Chairman of this Subcommittee, I am prepared to give the Treasury 
proposal, and any other proposal brought forth, a full and complete bearing. I am 
dedicated to putting the banking industry in the United States back on a sound 
Gjotins. Now we must find the vehicle to complete that task. 
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HarcA 31, 1991 

Chairman Annunsio, congraaaawt Hyli*, and Maabara of tha 
SubcoiBlttaa, thank you for tha opportunity to provlda tha 
AdBlnlstration ' a vlawa on our co^rahanaiva lagialativa propoaal 
to rafom tba baiDcing lava, "Tha Financial Znatltutions Safaty 
and Conauaar Cboica Act of 1991" {FI8CC) . Aa you know, Saoratary 
Brady racantly taatlflad bafora tha Cull Banking Coaaittaa to aat 
forth tha fundaaantal raaaons raquirlng tha anactaant of thla 
laglalatlon, I vill not rapaat tha dataila of hla taatiaony 
today, but I would lilca to raltarata aoma of tha kay raasona why 
wa ballava thla lagialatlon la asaantlal. I would also Ilka to 
dlacuaa aavaral iaportant aapacta of tha laglalatlon that wara 
not daacrlbad in datall in pravlous tcatlBony, particularly tha 
racapltallxation of tha Bank Inauranoa Fund. Finally, I would 
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lik* to lar to r*Bt ■•vcral ■iBo wt oa p tloM that hmw urlsan ainc* 
our raoo^Mndatloiw war* ralaaaad to tba pobllo. 

*l— *« w, tiM Tata. 

Mr. Oiairaan, I want to atraaa that wa hava a fiuidsMantal 
problaa on our banda that daaanda a coaprabanalva aolutlon. Tba 
plotura vm aaa ia not a pratty ona. Tha Bank Inauranca Fund la 
at Ita loHoat laval In hiatoEy aa a parcantaga of Inaurad 
dapoalta, and tha 208 bank failuraa in 1989 alona vara >or« than 
tha total nuabar oC failuraa In tha thirty-alght yaar pariod 
batWMon 1942 and 1980. 

At tba sa«* ti»a, laanka bava bacoae laaa coapatltlva aa 
traditional banking buainaaa baa algratad to naw producta in tha 
securitiea induatry and othar parta of tba financial aarvicaa 
Induatry -- producta that ara off lialta for banka du* to 
Otttdatad lawa. Our International coapatitlva poaltion haa 
daclliMd to tba point whara w* hava no banka aaong tha top 25 in 
tha world. And aa tha aconoay baa alowad, aova ragiona bava 
axpariancad "cradit cruncbaa" ~ waak Isanka hava not baan abla to 
land avan to good cuatoaara, baaparlng a apaady racovary. 

nta tlaa haa coaa to fix thaaa fundaaantal problava acroaa 
tba board. A piacaaaal api^roaob auch aa aaraly racapltalixing 
tha Bank Inauranca Fund will not work, baeauaa it cannot 
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•llBlnat* ttM aassiv* taxpayar •xposnra w* bow faoa. Pnt anotlMr 
ray, with ov«T $a trillion In Inaurad dapoalta, tbar* ia no 
dapoait inauranca fund larga anou^ to covar tba loaaaa Inbarant 
in a banking ayataa that wa allow to bacmM w««K, Inafficlant, 
and unconQiatitlva, 

H* ballava coaprahanaiva zmtmrm auat acooapliah thraa 
tnadasantal ebjactivaa. rirst, va mat aaka dapoait inauranca 
aafa for taxpayara and dapoaitora. That aaana atrengar 
aivarviaion, battar capi-tBlliad banka, and tha ratum of dapoait 
inauranoa to its original purpoaa of protacting avaraga 
dapoaitora In thia country. It alao aaana a wall capltalisad 
bank inauranoa fund. 

Saoend, it ia tiaa to »odamis* archaic lawa to lat banka 
oatch up with thair cnatoaara and dalivar aera afficiant products 
to oenauMara across tha country ~ which tranalataa Into graatar 
oonvanianca, Icwar intaraat rataa and tranaaction Caaa for 
eustoaars, and aera bank capital. 

Third, wa naad to raatora tha praaainant intamational 
poaition of our banking industry. Our aconoay ia twioa tha aica 
of our naarast coi^atitor, and a world claaa aconoay daaands a 
world class banking ayataa. 
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AS otttlliMd In prwious tmmtimonf, <m b*ll«v« our 
laglslation will help aeooapliBh aach of ttwa* obj*ctlv«s. Let 
mm focus today on aovaxal a«p*ot> of tlM lagialatlen that raquira 
Bor« datailad axplanatlon. Th* place to bagln la iq^rovad 
at9*rvlaion. 

Pnart Cgrraptiva Action 

IIm ragulatory ayataa mat ba battar daatqnad to catch 
prebl^u aarly, bafora thay ■uahrooa Into coBtly failuras. Tha 
lagtalatlon'B pr^oawj ayataa of Prompt Corractlva Action will do 
just that, and tra urga tha Subcaaaittaa to atudy thaaa prevlalona 
carafully. Tha coabtnation of nilaa and flaxibiltty will halp 
foatar two daalrabla rasulta: ragulstora will ba abla to taka 
action auch mazm awlftly aa capital daclinaa, and tbara will ba 
■ora praasura to taka auch awift action bacauaa of tha 
prasuqvtlons built Into tha atatuta. Nora i^ortant, banka will 
ba Mu^ Bora llkaly to aalntain strong lavala of capital if thay 
faca tha oartainty of dacialva ragulatory action aa thair capital 
dttcllnas. 

Met avaryena will Ilka thla ayataa, bocausa it will ba 
•rguad that statutory praaui^tlona will raduoa ragulatory 
■tlaxibllity." But that la in part ita purpoaa ~ opan-andad 
flexibility can ba tha anaay of daoisiva oerractiva action. 
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CritioB will also olala tb«t capital !• not ■ Qood laadlng 
Indioater of pteblmmm, and that prcaipt oorractlva action rallaa 
•xcluaivcly on capital. Both allagatlona ara falsa. HuBarcua 
■tudiaa hava ahown that capital la an axcallant laading Indicator 
of problaaa in banka, and a aiapla ona to naaaura. But It is not 
a partaot aarly warning ayataa, and our lagialation spaclflcally 
racognizaa Its liaita ~ avan a wall-capitaliaad Isank will 
triggar i^oivt corractlva actiona undar tha naw ayataa if It ia 
in an unaaf a and unaound condition dua to loan ooncantrationa or 
othar auparvlaory problaas. Proiqit oorractiva action deaa hqJ: 
raly axolualvaly on capital. 

Bwluetlon of OvurwtitMoAma Dapoait Inauranea 

Tlia laglalatim racogniaaa tha laportanca of atopping tha 
oraaplng axpanaion of dapoait Inauranoa covaraga to larga, 
aophiatlcated dapoaiters. For axanpla, wa hava alininatad 
Inauranea covaraga for brokarad dapoaita and bava oarafully triad 
to aliminata ao-oallad "paas tbrough' covaraga for dapoaiters 
that ara laaat in naad of protaction. Dafinad banafit panaion 
plana with profaaaional aanagaaant, aaployar liability, and 
guarantaaa froa tha Panalon Banafit Guaranty Corporation ara 
hardly in naad of dapoait inauranoa pcatectlon aa wall. At tba 
aaaa tiaai bowavar, tha lagialatian would praaarva paaa-through 
protaction for aalf-dlraotad dafinad oontrlbution plana, wbara 
Individuala Indlviduala ebooaa tbalr own Invaataanta and baar tha 
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risk ot mar loss. 

Likswiss, bonks' us* of Kultipls Insursd sceounts hM gettsn 
out of hand. It is tlH to iqtoss Halts, snd ours is $100,000 
psr dspesitor psr bsnk for Bost socounts, with a ssparats 
$100,000 in covsrags for rstirsasnt savings. Hhlla tbis lisit is 
iiportant, it is tiwionsly not radical — a ooupls can still g«t 
up to $400,000 in insuranc* covarags in aach bank, which is 
hardly a ssall sua. Insuranca Cot businsss accounts would not 
disngs. Thos* who suggsst that such claarly reasonable liaits 
would dsstroy ths banking systaa or dapriva ths aldsrly of saf s 
pisess to invsst ara just plain wrong ~ and woraa, ara 
irrvsponaibly and nasdl*ssly stirring up dapositor fsars. 

Finally, tba FDlC's currant "too big to fail" policy aust b« 
diangad. Tha Isgislation would tharafora essentially aliainata 
tba FOIC's diseration to protact uninsurad depositors in bank 
failnras. But it would also prasarva tba govemaent ' a ability to 
protsct ths financial systaa wban nacassary, svan if that 
rsguiTSS tha rara protaction of uninsurad depositors. 

Na bslisvs that this balanca struck batwaan dirsct tai^ayar 
•xpeaura and tha stability of tba financial systaa is ths corrsct 
«ta. Hsvarthalsss, our recoimendations bava baan criticlzad for 
not going far snou^ to prsvant taxpayar axposurs throu^ daposit 
insuranca — that tba govarwaant should navar protsct uninsurad 
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dapoBitors. Bat it vould b« fcelbardy for Um gov«xmwit to glv* 
up ita ability to protect th* financial syataa, a natriction 
tltat no otbar govaxnnnant haa aabracad. 

OChara axqua that v* aliould airily axpand tba aafaty n«t to 
oovar 4LI dai^osits In all banka in ordar to oraat* 'Caimaaa' for 
uninaur*d daposltera. Tbat would ba aqually foolhardy -- irtiat 
about faimaaa to tha taxpayar? Mby ahould ttaa taxpayar taava to 
pick up tba tab to protact an uninaurad dapoaitor who knowa hia 
or bar dapoalta ara uninaurad whan dapoaitad in a bank? 

Tha baat way to addraaa thia problaa la to atop banka froa 
failing ao fraquantly, which la axactly what othar parta of thia 
loglalation would do. Tha naict baat way la to raduca tha 
■yataaio riak that craataa tha naad for axtraordlnary govamaant 
action to protact unlnaurad dapoaitora. Our laglalation Includaa 
tacbnical changaa to lawa govoming tba clearing ayataa that ara 
a atap in tha right direction. 

Kmmtarma Comatltlvanaaa 

Lat aa turn now to tha naad to raatora tba co^atitivanaaa 
of our banking ayataa. Our banking laws ara archaic. Thay 
aiiqtly do not raflact tha way that banks now do bualnass, and 
thay i^^aa substantial and unnacaaaary ooata, Tha aystan naada 
•n ovartiaul, which tha propoaad laglslation would accoapllsh. 
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■«n«M,<M« t«»>ti«i atMi hfurtiinT- Uitwatata branobing i« a 
p«rf«ct Mtttqpla. Tbm gaognptaical dabata ia aaaantlally ovar 
baoauaa atataa hava alraady brokan down aoat of tba barrlara to 
intaratata banking. Xat Intaratata branching is atlll virtually 
probibltadf lapoalng totally unnacaaaary ooata on banka. 

Tba laglalatlon would and ttaaaa artitiolal barrlara, lant In 
a way that raoognitaa tba lagltlaata Intaraata of atata 
govamaanta. A atata would atill ba abla to raatrict inUxatata 
branoblng of all atata and national banka oparatlng witfain Ita 
berdara. It would alao bava tha ability to aatabliah activltlaa 
raatrictlona for all of Ita own atata banks and all in-atata 
branctaaa of banka cbartarad In anotbar atata. stataa would ba 
ancouraged to antar into raciprocal arrangaaanta to axamlna tha 
out-of-atate branchaa of aach othar'a banka. Hia CoBBunity 
SalnvoBtaent Act would contlnua to »pply, and atataa could 
eentinua to an^ly atata oonausar protactlon lawa to branchaa of 
all out-of-atata banka. Finally, atataa could tax branchaa of 
all banka, atata or national, to avoid any advaraa ravanua lapaot 
rasultlng fron ohangaa in tba law. 

Crltica argua that thaaa propoaad ctaangas will and tha naad 
for amall banka and will draw funda out of local ocraninltiaa and 
daprlva rural araaa of auch naadad aouroas of cradit. Thara ia 
no cradibla avldanoa to aupport thaaa Iqrpothatlcal laara. Tha 
trend towarda Intaratata banking and atatawida branching hava had 
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not raatrictsd er«dit svallabllity In mallar oc— n n lti— . 
Sa«ll«r brnkm hava eontinuad te oopata axtraaaly affaetivaly 
with largar ImuAs, and in atataa lika Maw yerk, largar banka hava 
actually dacraaaad tha nuabar of tbair branchaa in racant yaara 
in tba taca et atiff oo^»atition froa eoaaiinity laanka. Ha 
ballava that a aora afficlant banking ayataa will aaan aora 
affieiant banka of all aiiaa. 

MiuinBl.l Barvleaa WnlJlnn eowMnlaa. Tha lagialation 
rapaalB kay alaaanta of tba aiaaa-staagall Act and Kodamisaa tha 
Bank Holding Coapany Act of 1956 to baooaa tha Financial Sarvieaa 
Holding Coq»any Act of 1991. Again, thaaa ehangaa raflact tba 
raality of tba way that banJdng organisationa alraady do 
buainaaa. Banka ara alraady in aany aapacta of tha aacuritiaa 
and inauranoa bualnaaaaa throu^ a patchwork ayataa craatad by 
obangaa to atata lawa, axcaptiona in fadaral lawa, and lagitiaata 
ragulatory Intarpratatlona. But thia Dodgepodga ayataa ia costly 
and butdanacoM, with nuaaroua Lilliputian raatrictiona that kaap 
our financial ooapaniaa froa co^Mting fairly and affaetivaly. 

Tha naw Financial Sarvieaa Holding Coapany Act would raquira 
all bank holding ooapaniaa to ba e ewa financial aarvieaa holding 
ooapaniaa. Thaaa naw co^^anlaa oould angaga in all of thair 
praaant financial aarvieaa activltias, and thoaa who aaintainad 
wall oapitalisad banka could angaga in a bread ranga of naw 
financial aetivitiaa throu^ attilUtaa — aaouritiaa activitiaa, 
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Insaruwa sotlvltla*! uid any tmr •etivltias that ur* d*t«rmliMd 
to b* "of a ftnanelal natura' ovar tlaa. 

But important salaguarda would ba in placa to protact banka 
froB riaka aaaociatad with naw actlvltlaa and to pravant unfair 
coapatition. Any naw activities would ba carriad out in 
aaparataly capitallsad afCiliataa wbeaa capital oould not ba 
doubla oountad aa capital of tha bank. Km aantionad abova, only 
coapaaias with wall -capita 11 Bad banks could taka advantaga of 
thaaa naw activitiaa, and only if thair banka wara not in an 
unaafa or unaound condition and wara net angaging in unaafa or 
unaound practicaa. It tha bank'a capital laval ahould dacllna or 
if it otharwiaa falla Into an unaafa or unsound condition, tha 
holding oi»pany would bava to fix tha problaa or f aca tha 
prespaot of atrong raaadial action. Thia could includa 
divaatitura of aithar tha naw financial activitiaa or tha bank 
itsalf, or, if that did not occur, holding coapany capital 
raqnlraaants, dividend restrictions, and aucb cloaar auparviaion. 



In addition, a miaber of atrict firewalls would exist 
l>etw*en the bank and Ita new affiliates. A atrengthanad varalon 
of Section 23A of the Federal Reserve Act expands tha type of 
transactions subject to Its provisions. It also aaends the 
definition of affiliate to cover ether con^anies such aa 
subsidiaries of banks that are owned leaa than 80 percent by the 
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taaak. m aMlUaa, banks woaUl lw*« to glv« prior notie* to th* 
g«9Bl»tar ot any loan wcaading S pic an t of capital. At tlw 
•BM tlM, imdar ravlMd SmAIoo 23B ot tlia Fwteral BaMrva Act, 
bank leans to laiifiaMZl of afflliataa woold alao bav« to ba 
an axaa langth baala. 



•trlct dlaeleaora rvlaa tmnld apply tc aalaa of nen-dipealt 
prednets not only by banks, bat by aftlllatas of banks — 
iiislisMis would bava to sign plainly mxdad feras seknowladglng 
that soctt products vara not covarad by fadaral d^msit insuranca. 
BagulatoTs maid bava tba aspllelt avthorlty to limit tba 
di«el««iir« by banks of notvoblic cBrtcaar Infomatioa to 
CTwto— rs. And nost ii^ortant, thay would bava broad r«9ttlatory 
aatberlty to isposa linlta on tranaactions batwaan bonks and 
aZfUiatas to prsr aa t conflicts of intarast, unfair co^Mtitlon, 



ni^Tsitla J WniiHwy .^~-p..4^ TiM bill woold also allow 
dlvarslflad bolding ceapanias to own fi n a n cial sarvieas holding 
ceapaaias. Ibasa divarsifiad bolding ccopanias would bava no 
linita en tba typas of actlvitlas in sbich tbay eoold angaga. 
nay would provlda a critical naw seorca ot capital for banks, 
slaoo 10 pareant ot tba capital In tbis country is in cc^MTcial 
ooapsnlas. But tbaaa c«wyanlas snst ba praparad to put vp this 
eapital if tbay want to own banks — again, thair omarahip of 
banks would ba centlagant on aalntainlnq high bank capital 

11 
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■efcioa p«n*ltl«a if bank coital ■honld «v«r drop and tha holding 
«»i^<any ms omrllliag to caatoxa capital. 



All of tba flxawalla that aiply to bank tranaactlons within 
tba financial aarTleaa balding ee^pany voold ^vly to bank 
tzanaaotiooa Mitb aXflllataa in tha dlvaraifiad holdlnq ocapaiv - 
- with MM crucial diffaranca. Vo bank, and no bank afllliat* 
witbln a financial aarvlcaa balding co^tany, could provlda loana 
of aiqr kind to tha dlvaraifiad holding co^tany or Ita 
aubaldiarlaa. Tha bank siaply could not bamxaa a cooMarcial 
oe^aiv's "piggy bank" for prlvata aourcaa of cradlt. Ha baliava 
that tbia prohibition along witb tha otbar aafaguarda daacribad 
abova will ba nora than adaquata to protact againat abuslva 
landing practioaa. 

Bagnlatory BMtLmeturitig 

As wa bava eutllnad in pravioua taatlnony, tha lagialation 
will alao propoaa « atraaBlining of tha ragulatory atmctura. A 
bank aad Ita holding coaq^any would ganarally ba ragulatad l>y ona 
fadaral ragnlator that would hava full auparvlaory raaponalbllity 
aad accountability for that organliatlon. At tha aana tlna, tha 
mmbar of bank ragulatora would 1m raduoad fr<a four ragulatora 
to twot with tba Board of Covamora of tha Fadaral Raaarva 
ragnlatlng atata banking erganitatlona, and tba tha now Offlca of 

13 
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Dqiosltery liwtitations und«r Trsaanry regulating all P*d*ral 
banking orgwiisatloiw and all thrifts. 

Tha Fadaral Dapoait Inauranca Corporation would refoous Ita 
raaourcaa on ita pf isary rola eC inanring banks and resolving 
Cailad institutions. Hbila ita day-to-day rola in ragulatlng 
oartaia stata banka would snd, it would «alntain ita currant 
authority to axanina all banka and thair affiliatas for insnranca 
purposaa, Tbara would ba no outback in FDZC ragulatory 
authority, and indaad, thara would ba axpandad FDIC authority to 
(dtaok tha riaklnaas of stata-chartsrad banka that naintain 
fadaral dapoait inauranca. 

BacapitallBatlon of th« Bank Inguranea Fund 

Finally, I would Ilka to diacuaa tha FDIC proposal to 
raoapitalicB tha Bank Inauranca Fund (BIF), trtticb la included in 
tha lagialation. Aa tha CMiiittaa ia wall aware, the BIF is at 
ita lowest level in history as a i^rcentaga of insured deposits, 
and is projected to decline still further over the next two 
years. Without an infuaion of funda, the FDIC oould find itaalt 
with tco little caah to pay for loaaea, resulting in possible 
exposure for the taxpayer. 

Since last fall, the FDIC and the banking industry have been 
engaged in discussions over how best to reoapitallBa tha BiF. Aa 
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rixst, tb* plan ■boold prevU* snfticiwit r*»ouzc*« for Um 
Fine to da Its job. 

ifnrwMT, tb* plui ahoDld bo finooeod br tb* InduatrY* 

mix4, tiM plan oboald bo ■tmctarod to avoid turtbor 
lapoiring tbo boaltb of tbo baaUng Induotry. And 

Pourtb, tbo plan oboold roly on gatMrally accoptod 
aocoonting princlploa. 

Sovoral ifoalca ago, tba FDIC circulatad an eutlina of a 
racapitallzation proposal, nils outlina containod a broad rang* 
of funding options, including authority to borrow frrai, and to 
soil stock to, tbo Fodoral Baserva, tba Traaaury, tha banking 
industry, and tbe public. Following rocalpt of tbis outlina, wa 
workad with tha PDZC to narrow tha ranga of funding options. Tha 
rosult is tha proposal Incorporatad in tba lagislation. Tbis 
plan has tha full support of tha FDIC Chairman and tha FDIC 
board, and the full support of tba Adsinlatration. Na ballavs 
that it satisfiaa tha four objactlvas Z just dasoribad ~ parhaps 
■ost isportantly, tba plan rsliss on industry funds, not taxpayar 

14 
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Tb« plan would giv* th* FDIC autborlty to borrow up to $35 
billion frott tho fodaral Beserve buAs, for u«o as loss funds. 
Tb»s« borrowing* would b*ar int«r*st at Treasury ratoB. Tha FDiC 
would bo raquirod to incroas* prwaiuBs and d«dicats thmm — that 
Is, to sot thoB asida — in aneunts sulficiant to assur* tbo 
payssnt of intarast and principal on any such borrowings. Tbus, 
tho radaral Rasarvs would t>» assurad of rapayaent. 

Tha plan would also Kodify tha FDIC's currant borrowing 
liaitatlon in two ways, in ordar to pemit tha FDIC to usa tha 
n«w Fadaral Raaarva borrowing authority te. pay for lossas, as 
intandad. First, tha lagislation would axcluda any naw borrowing 
froa tha Faderal Raserve fro» the existing liaitatlon on 
obligations. Nlthout this provision, tha FDIC would net have 
aooass to the funds. Second, the legislation would allow tb* 
FDIC to count tha unused portion of its axisting $5 billion line 
of credit for purposes of calculating conpliance with the 
obligation liaitatlon. Without this provision, tha FDIC would be 
unable to continue to uaa its axiating authority to borrow for 
worKlng capital purposes froa the Federal financing Bank. 

Finally, tha legislation would iapose an aggregate calling 
on Insurance praaluaa for BIF-lnsurad institutions of 30 basis 
pointe. Slnoa tha naw risk-based praaiua authority disouasad 
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above nouXi allov ttw rate to vazy pnatua dapMiding en th* 
rlBkiiMM of tlM iiMtitution, tlM FDIC would retain tb* autborlty 
to ■•■•■■ individual Inatitutlons aora than 30 baala polnta. Th« 
calling would apply in th« aggragata to all BIF-inaurad 
Inatltutlons. 

Tba Coaadttaa vill racall that tba calling en praaiuna waa 
llftad just laat fall, aa part ef tha Oani±>ua Budgat 
Bacenci nation Ikct of 1990. Tha raaaona for raiapoalng tha 
oalling ara two. First, thara is widaspraad agraaaant anong tha 
bank regulators, Ineluding Cbairaan Saldaan, that a cap on 
praaluaa la iaportant to allow tha induatry to oontinua to 
attract capital. Heraevar, It la tha FDlC'a view that raising 
praaiuMa te aora than 30 baala pointa could causa subatantlally 
■ore l>ank tailuras, and thus be eountarproductiva. Second, the 
old calling waa lifted in order to panit tha FDIC to craft a 
recapitalisation plan. Mow that auch a plan la in place, we join 
the FDIC In urging the Congraaa to raiapoaa a calling ef 30 baaia 
pointa. 



Tbe tlse has ooMe to addreas the urgent probleas facing the 
banking induatry. He atrongly urge Congreaa to adopt the 
"Financial Institutlona Safety and Censoaar Choice Act of 1991." 
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KBmrara to Quaatloi 



Titla II, Subtieia F of tha AdslnlBtration bill would 
•llBliuta Bany aiflmtlng barrlara to Intaratata banking by 
doaaatlc and foralgn financial Inatltutlona . Do tha 
propoaad changaa rapraaant an afflimatlv* fadaral policy In 
favor of Intaratata banking? 

Plaaaa axplaln In dotall tha i>pact (Including any nagativa 
iBpact) on asall, comnunlty-baaad Inatltutlona that you 
axpact will raault troa tha alialnatlon of barrlara to 
Intaratata banking. 



Tha Adalnlstration atrongly aupporta tha raaoval of 
artificial iMpadiaanta to Intaratata banking and branching. 
Tha Intantlon of tha Jutainiatratlon'a laglalatlva propoaala 
ia to provldo banking organiiationa tha flaxlbllity to 
organiia thalr goographic oparatlona aa baat thay aaa fltt 
but in no casa ara banka raguirad to changa thair axiatlng 
gaographlc atrvctura. 

Tha caaa for allainating gaographlc raatrletlona on 
coBsarcial banlca ia ovarwbalaing. rlrat, coBBarcial banka 
■uat coapata agalnat a wlda array of financial 
intarvadiariaa that ara not aiailarly handlcappad. 
Coapatltiva aqulty, and tha long tara viability of banking, 
raqulra that gaographlc raatralnta on banlca ba diamantlad. 
Sacond, tha Unitad stataa atsnda alona aaong tha aajor 
induatrlaliiad countrlaa in taraa of gaographlc raatrlctlona 
on banka. Aaong othar thinga, tha raaoval of thaaa 
raatrlctlona will ba nacaaaary in ordar for tha coaaarclal 
banka of tha Unitad Stataa to ratum to thalr prior global 
praaainanca. Third, authorliing natlonwlda banking and 
branching will provlda banka with tha opportunity to bacoaa 
•atar through divaralflcation, and aora afflciant through 
tha raductlon of oparating coata. Tha avldanca ahowa that 
branch banka ara laaa prona to tallura than ara unit banka. 
With raapact to oparating coata, HCHB aatlaatad It could 
sava fao alllion annually by eonvartlng Ita aaparata banka 
Into onot Bank of Aaarlca aatiaatad It could aava $50 
■lllion through conaolldation of Ita aaparata bankaj and 
XcKinaay S Co., Inc. aatlMItad that natlonwlda conaolldation 
could aava at laaat $10 billion. Finally, it la unlikaly 
that a banking Induatry that raaaina raatrictad In ao baaic 
a function as oftlc* location will attract tha capital 
na*dad tor long-tara atabllity and profitability. 
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ThB saplrlol BVldBnca to data do«a not auppott tha 
contantlon DBds by tone ccitica that mora libaral intaratata 
banking and branching will prova danaqlng to coBBunity 
banka. For the aoEt part, couiunity banka ara wall 
capitallzad snil proficabla. Thay know and sarva thair local 
Barkata wall and ara very capabla oC neatlng tha conpetitlon 
of outside Institutions, a fact anply daaonatrated in Hau 
York and CallCornla whan thosa atates aovad froa lestrictive 
to libaral atatawide branching raginas. Furthermore, tha 

better served In a liberal branching environment than 
otherwise Loan-to-asset ratios are generally higher, tha 
range of conHimier services ofrerad la generally greater, and 
the overall level of local-narjiet competition la Increased. 

whether big or sMilli can be axpected to thrive in an 
environment of nationwide hanking and branching to tha 
benefit of bank custOBera and the overall economy Poorly- 
capitaliied and poorly -nan aged banks, of whatever size, will 
face consolidation, ultinately cant 
and stability of tba banking systai 



Section 101 of tba Administration h 

tadaral dapoalt insurance covarags 

within two years of tha data of snactaant. Section 

101(a)(2), however, lists savaral antitiaa that would be 

aiceludad froB tlia daflnition of "deposit brokara" under 

section 101(a)(1). 

Please provide ttia pulillc policy rationale for each of these 
sxcluslona, contained in paragrapha (3) (A) through (2)(H), 
and provide at taaat one example of each sxcluslon. 



The tlrat two exclusions allow depository i 
conduct their primary business without being subject to the 
brokered deposits restrictions. Exclusion (A) pemits an 
Inaursd iMink or savings association to accept funds for 
deposit. Exclusion (B) permits an employee of an insured 
bonk or savings Baaoclation to accept funds for deposit with 
his or her employing depository Institution. 

The following aix sxcluslona allow trustees or trust 
beneflclariaa and InveatBent advisors to make deposits 
within the context of their general duties without falling 
within the definition of deposit broker. Exclusion (C) 

institution U the trust's primary purpose is not to place 
dspoaita with depository institutions. A trust may place 
deposits In a bank or savings association for lic[uldity 
purposes. Bxcluaion (D) permlta a bank, aavinga 
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^Ecloalsa (K) p«r»ita • 

pension plan to «dvia« ttm plan t 

[Fl p«r»it» ■ trust** o" 

or cruufac th* account funds t 

InstlCutlon. Tbus if John Saitb ksintalns • tasti— rrtary 

Account payabla on bis deatH to Jans SsltJi, sAs Bay wlUulnw 

tit* funds In ths account and deposit tbaa in arother 

Institution vitbout Isacoslng a deposit broksx. 

Xxcluslon (i:) penlts an ijidtvldual wfao ssTsM Ishsa an 
irravocabla trust with snother Individual or an Institution 

' as tiustaa to deposit funds In a depository 

institution it tbe prisary purpose of the trust Is not 
placing funds with depository Institutions. Thus. Jans 
Selth say establish an irrsvocabla trust for her SMi. naadng 
John Ssith as trustse vho can deposit the trust funds with 
any bank or savings association without becoaing a deposit 
broker. Encluslon (H) permits the trustee of a pension plan 
that provides contributions or benefits for esployees soas 
or all of vhoa are owner eaployess to deposit trust funds in 
A depository Institution- 
Exclusion (I) parslta an indlvltaal or tnatttatloa with ttas 
power of attomay over the flnanolal affaire of aoottMr to 
deposit funds with a depository inatitvtieB. ttm pablle 
policy of restricting the activitiea of dapoait brokars floss 
not pertain to aucb legal arrangaaaats . 



OMaUea 1 



Onflar Section J3S, tba nawly craatsd Offloa of Oepository 
''' ~ ions Supervision would be required to conduct an «■>• 
Bination of each institution under its suparvtslon 
onca per year. Current law does not appear to 
federal banking regulators to conduct such 
ions It specified intervals, but how frsquantly are 
eitaainaCions conducted now in practlcs by 
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pollolaa, bttilda ea OCC'a «]ia>iflatloo npaxianoa thl* y«ar, and 
ooatlmiaa tba cucrant tooua on th« quality «' buk aaaaca. m* 
Polley Oroup will t^data tha plan and Ita prierltiaa avary y*ax 
to addraaa araaa in tba banking IndoatiT wat doand th* qraataat 
•upazviaery attantlMi. 



ftcaalnationa in larya banXa will Inelitda, at a vlnlaun, 
anffielant oovaraga to addraM tha ewtoaraa Idantitlad in tha 
•tratagy davalopad for Mteh bank and to updata aaoh bank's CMBL 
rating. Thaaa aitaalnationa will inoluda tha following alniwa 
aaaat quality aaaaasBanti 

a Xaviaw and tasting of landing policiaa, ayatana and oontEela, 
inolndlng undarwrlting atandarda, intarnal preblaa loan 
idantitioatien and Mili adaquaoy. 

o Cradit analyaia of eeaBaTclal loans, ganarally at laast 10 
parcant of tiia bank's portfolio in dollar taraa, in addition 
to loana rawiawad In tha rac and icnc progmaa. 



r and raaidantisl nartgsga 
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ution of thaaa banka will continua to foeua on idantitiad 
tmm that oausad aaoh bank to ba placad in thia group. 

Ixa»inatians will ineluda suttielant oovaraga to updats aaeh 

bank' a CMIIL rating. 

maPF m. -- auauMiy i 

txamination of saeh of thaaa banks will inoluda finanoial 
anaiysoa and, nbjaot to svsllabla raaouroaa, ethar aotivitlas 
dasmad naoaaaary by th« pcrtCjlic iLi^ii^ac. Ttiass activitiaa will 
fata Um baaia for aaeh bank's annual rapert and annual board 
■aating. 
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V^rtfolla wumgwm for all bMtlw eetitlnua to ba raaponalbl* toe 
ragnlarly ■■—■■lag riak in tlMlr banks and taxing action to 
limit that risk. In mm oaaaa, axaainara aay Idwttlfy 
MVarrlaoKT ooDcaraa that ahould taka priority ovar thoaa 
Idantltlsd In tba Itll plan. For axaapla, a portCallo aanagar 
■ay datanina that a lazga bank baa aubatantlal Intaraat rata 
rl«k bat llttla riak frt» aaaat quality, in sudi caaaa, It aay 
ba appToprlata to aaka an axcaptlon to tha aaaat quality 
raquira>anta of tba 1*>1 plan, tuctt axo^tlona would ba dacldad 
and appmad aceerdlng to aitlatlng proeadiirMt in aaoh auparviaoxy 
otfloo. 

ftf!ff mmawilaltm Pollal— — PgrTifflf" ■■"■?— ITlt 

Iba IIVI lieantnatlan Operating Plan Inooiporataa OCC'a ganaral 
•uparvialon polleio* that hava baan davoiopad and raflnad ovat 
tha paat aix yaara. Tha comaratona of thaaa pollclaa la 
portfolio nanagawant — aaalgning raaponalblllty for avacy 
national bank to apaolflo aitantftara. OCC'a auparviaion polieiaa 
now Inelttda thaaa fundaaantal raqulraaantai 



Carrying aut tba atratagy and fellewlnq up on an 



o Providing annual sxaninatlon raporta to national bankai and 

o Annual naatinga with tba boardi of dlractora of national 
banka, whlob vill includa dlaouaalon Of tha aitaalnatian 
raport (nav rwqulraMnt, baginning in lt»l) . 

nta atrangth of portleiio banagasant la that It panlta 
auparvlalon to ba flaxlbla. OCC can concantrata Ita raaouceaa on 
Inadlata problaaa aa thay aria* — uhathar froa changaa In tha 
ooonoay, ohangas in tha industry, or both. Exanlnara sat 
atratagiaa to aaat tha circuaatancaa of individual banka. In all 
elrouwt anoa a , tha raaoureaa and axpartisa of tha district and 
Raablngton offloas ara availabla to aaalst axaninara in daciding 
tha neat •Ctacrtiva oouraa of action. 
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■■oh natioiwl tank la aulqnad to ui •■■alnac who !■ 
ruponalbla for tha ov«r«ll suiMrvlalon of th«t 
Inatltutlon. Tha fraquanoy and acopa of axaainatlona 
varlaa according to tha baiUc'a aiia, aaaat quality, 
oaplCali raaarvaa, aanlnqa, liquidity, nanaqasant quality 
and ayataaa. Dapandlng upon thaaa aaaaaaaanta tAa OCC'a 
axaalnaClan afEorta at tha tank can rang a froo broad -baaad 
an-alta ravlava to on^alta axaainatlon at Idantlflad acaas 
of waknaaa to otf-alta axaalnatlon of financial 

In. tha T larq«at natteaal tanka, tha occ bas full tlaa, 
raaldant axauinatlon atiffa on-alta. In 19B0, tha ocC 
parforaad auparvlaory actlvltiaa at JOS of tha 239 othar 
Mtlonal tanka with aaaat« ovar |1 billion. Tha laaaininq 
30 larqa banka ara aaatara af holding ooapanlaa in whicti 
tha laad bank va* axaalnad. Many of thaaa 30 banks ara 
alngla purpoaa afflllataa auch aa oradlt card procaaalng 
banka. 

Virtually all tha raaalnlng co«»unlty banks (approxlaataly 
1300 banka) ara aub]act to aoBa fom of auparvlaory 
ovaralght auary yaar. Buaaary atatlatloa for l»90 ara not 
yat avallabla- Howavar, In both itat and XS19, thara wara 
on-alta axaalnar ravlava at ovar 90 parcant of tha 
coHBunlty-aiia national banka ulth CUCEL rating* ot i, 4, 
or 5. Thara wara alao on-aita axaslnar ravlawa at about 
«S paroant of tha comunlty-alia national banka with CMIIL 
ratinga of 1 or 1. 

In 19»1, tha occ la conducting thorough aaaat quality 
ravtawa In avary national bank with ovar SI billion In 
aaaat* and avary aoMilar tank with Idantlflad problana. 
Tha OCC'a aupu^ialon pollciaa alao includa annually 
aaaaaalng rlak and davaloplnq an axakination/auparvlaory 
■tratagy for aach national bank; providing annual 
axaaination rapocta to national tanka; and annual aaatlnga 
vlth boaxda of dlraceora of national tanka. 
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Bank Exaalnatlon PoIIcIm 

of tha 

Board of Gov a mora of the Fndaral Raaarva Svataa 
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rOLICr FOt FMEQUIIICT AW SCtft OP 
CXANIMTtONS OF STATE HEHIER UUS AM 

INSKCTIONI Of lARK HOLDIRO CONPAHICS 



THK policy cilli far • g«a*p*1 iHcraai* la tM fra- 
quaaey of OMutNUIoao of ttu* ■••bir banKi oaO iMpaetloao of 
baak Doldlag coipaala*. Tho objoctloo* tought aro (a) to holp 
pravaat tho davalapaaat of proklooi at Banking taotltotlon m4 
(b) to BOko aoro offocttvo tHe Fadaral Raiarva** abllltj to 

Tba Miley roqalroi that, la geaaral , boaklag orgoal- 
<ai for ■blcR tlo Paooral Roiarva li ^riurjr iMoo''v1tor aro 

;o bo a>aalKa4/la>poctoO at leatt annaaUy, attn tho largait of 
lack orgaaltatloao ao4 theaa wttb iltitifuant prahlaat to bo 
iiBBtoao/taiMCtod •oal-aaaaallr. Ai in •xeaptlan to tho gonarat 
olo^ iHll ^oholl* hoKlig caapoaloi with no knoxa prabloat lai 
-- tofoli of dobt ralattvo to tho fiook iralua of thair tubitoUry 
_ :'l itaefc aay ba laipacteri oa a aucn aaro lt«1tod balli. 
ablai pratoatlag thoia rrHvaacy aaa icapa roaolroaaato are 
ittachoa. 

Paooral loiorvo linko iro to Intaoiify thoir lavolva- 
•t la tho akoalaatloa/laopoctlOA of largo ergoaUatloai aaO 
Ola with ilgniricaat prabloao. flroatar rolUneo fi to ba 
acad on itita oxaalnatlflRi/lnipoctloat In tha eata of ou lar 
ginliatloai. If « ittta lack* tha rtiourcai to eonaoet Ox> 
Inatlont/lnipactloat la accordanca Mltti tho spaclfUattoni of 
It policy or II unallling to do lo, or. In tho eita of baUlBB 
op4nla*. lack* lothorfiy, tho Fodaral Roiarva laaki vlll coadoet 
a aiaolnatloni/taopoctloMi to tho aitant naodad to aoot tbo 
oclfUatloR*. 1/ In aodltloa. If • itata aaMor book ar boak 
Idlng caapany TndUatoi Ui allh to ba a>*alRo«/lNtB«Cta« by 
t Fodoral totorvo laak, that wish obaold ba baaorad. 



y It to iNfaaato* tbat Ratanro laaka vm aao* ta aiarcloa 

•o« rioifbinty abaa laBlaMKIaa tba aiMlaatiM ra^alraaaat 
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■■•tt ■ItM iiiati of )•«■ tliaN.tiaa ■miM «» «lia 
ta b« tijbj«ce to *n «nnii*1 rutl-icoa* MMlNiOaa. It tilll ka 
leeaptibU for tht >ti(r*a t**k to Halt Iti tavalvaMMl la («cti 

ax*Bliiit1aa( ta one* tuarjr faar yaari, ir taa Itata caadaeta aaaaal 
aai>ln(tl«ai undar in AEP (a th« athar throa yaira. M^ltlaaal 
liaitad-ieoaa or t«r)ttad aaaatatciaai «lll ba eaadactaa akaa 
daaaaa aaeaiiary by tnt U>er*« laab. 

tanki «adulr<>t ioactfl . JMflarvliafy Attaatloa 

■«akt ricalirtnn 4 CAKIl 1/ coapailta ratta| of 4 er B 
Oft la axiaUatlaa auit ba axialnad'on 1 tKiea-a-yair batli 
tharaaftap aatti toa problaa li raialvid: 11 laasc oaa af 
thaao twa Mit ba 4 fyM-tco»a txtalaitlon, ir 4 bank 
Adt tatal aiaata in neat* of Itoo atntea, bath aiaalnatlaaa 
■■(t ba caadBCta« by iti Fadaral Miarva Itnk, ladapaadaatly ar 
Jalatly wUb tka itata. tr t aaak hat total attati «f Itii than 
UM ■nilOfl t* axaalnatfaa caaducttd Indapaadaaciy by tka itata 
aa da ovary etbor-tt« bad* aill ba accaptabU. 

All baaki rata« a CAMk eaapaiUt S aa tbair la«t oaMl- 
aattoa dra t« hiva in lanait full-tcapa ouMaattM coadactad 
by tha Fadaral kaitrva. indapaadaitly «r Jatatly irtth tba ttata. 
Id addltlaa, d llaltad-acepa or ttrgatad aiulnattaa af eoapaa ta 
1-ritad baaki aUa total :*iati grattor tUa tSO« ■< llan Mit ba 
caadaetad daring tka yair ky tha F«4aral Maant, IMaptndoatly 
«r Jointly Httb (bo itata. 

Itakt mtk Ipaelal Chafaetoflatlcd 

Jtdta ekarttrod banki *pplyla| Top Miharihlp In Ua- 
radoral Katarva tyataa tra to rocoUa a fnll-teafa oanalddtUa 
by tha Fadartl Ratarva baroro aaabarikir It araam. PirtlcaUr 
attontloa 1 to ba givaa In tkaia axtalnatlant M tha Htllty 
or ataoM and tha adaqaaey ar capital, 

lialUrly. • f«n-ic«oo axialaotiM hy tha FaMral 
■•■ar«a, Inih^anMaciy ar Jalntly hIU tba itata. Hlll.ha ra«alr«d 
wlUlfl II MMht ftllnrint (I) tha farutloa of a «• aava attU 
■•MOP k«ak *r (f) tht chaat* tn cantral nf ■ attta aaMar bau. 

Iddka akleh la tha Judgaaat af tho lotorva lank fall 
tha mrvatltaaea icraaa «r Mhlcb tha Raiarvo tMk, aa tha 
bidlt or otkor lafaraatloa. hat raataa to ballavn My Mvn tlflal* 
rieaat problaM, ara ta roeotva aa ia-da»tli, aff-alU ravlw t* 
dataralaa Mhathar aa oa>alta anaataitlaa ihaald M cnadtiMM by 
tha Fadoril Raiarvd, Inddpaadaatly or Jolatljr tfltb Ua tiata. 

1/ CAHfl rofart to tba >atla| lyataa aaad by tba fadaral aaaar- 

«1*ory afoaclaa ta attani tha rtnoactal candltlaa ar eoMar* 
eial baati (F.R.K.I. S*1B»). 
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KIOUlBtMeiTS FOB tm% HOLOIIH COH>*l<T miPICTtONS 

mil WBiaua Cwinl.* Mlth Wo U.wtlflta rr<,6\*mt or 

Hultlnittoatl biRli holding coaptiitai and (11 athart 
■ttH canlAHdjttd *ii«ts a««r tlO bniloa (r« te raet(*« • full. 
te»ps iMipactlon tunuilly to a* coarainttad mUH tha 
•JiwUttloN it tii« laid biNK ta tna aUant »aii1bU, AUhoufk 
ths Inapaet «ft ar tHa hsldlng caapiny and tha aitnlaatlea af 
th« Utd i>*Mk ataa noc ba eesMncad aiaultanaouily, tbay ihevU 
ovarii^ aad raly on rinanclil itataaanti ii of tna iaa« data* 
If M**i>1«i ln ordar to ricnititi tba tnalytli and tha »ra- 
taautlaa af rindlngi to aanagaaant and dtracteri. k lialtad* 
(caM >r tariatad Inipaetlan of tnaaa ceapiniat M tUo to ba 
caa4actta batwaan tna annual full-icopa Intaactlant, tha BraeUa 
tUlai ta ba dataratnad by off>i1ta lurvainaaca raporti and by 
appartaaltloi to eoardlnata alth tha aiiatnitlon of tha laid 
bdat. Tha raqulraaant for « ItaUad-ieopa or tarfatad 
laapactlan m*y ba xi vad by tna laiarva Sank If, aa tha baad af 
tba rtading* af tha aat fall-aeapa laipactlaa aaa af tha aar> 
lalllaaca tyitaa. tha laitUatlaa 1* Jaaaad (a ba fa (Uttractanr 
caMltlaa. 

Caaylai bank haUlaa caaMaUa {daffnad it eoapanlai' 
MUb nanbaik luba aiarlaa tkat aataaA a attadal aaauat of eradit 
or coMpinIa* ■hoaa piraat haa a aatarUI aaoant of dobt outitaad- 
Ina to tha ganaral pHblle) with canaelidatad ataatt batMan tSOO 
■llllon and 110 Billion racalia a full-acopa Intpactlon anauan/. 
Neneoaplai 'thall' orgtaliatlona la tni* alia group ara to raealva 
a llaltad-icopa inapactlon avary taa yaara. rnaia mtpactloaa 
thauld bt eandaetad. to tha aitiat pAialbia, In coordlnatloa with 
tha aKdalaitlon of tba laad bank. All bank haldlng eoapaala* la 
thit ilta group Should ba iwbjaet to additional Ualtad-icepa ar 
-targatad inapaetloni Mhan tha Raaorva lank haa Inforaatloa that 
luggattt tna UitUutloh ««/ ba davaloplng algalfleant problaai. 

Caawlea buk holding coapaaiat Mtth eaaialldatal aaibti 
batMaa 1)10 ■i111«A and tlOO «nnon ara to raealva «• aaaaal 
full-tcaH faiHctlaa. Noncoaplas tball baak baUlai-eawaalu 
la tbU aiia graap ara to raealva a llaltad-aeafa laanct*** m a 
aaca la thraa yaar bull. 
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(or b«iiK>} ikHld ba lnfp«ct«d •i*rf othar yaar. TMata tnipaaiaa* 

■•r ba althar full'tcaps. llaltad-teaM *t ttt%9tt4 at daaaad 

tppropPUta. 

Naneaaalat (hall ewMialai <«UH caaaalldatad aitat* 
la*i thtn tllO ■intoa) «Uh a racia »f paraac dabt ta tha baali 
■alaa af tna ttaeti «f tha caapaay*i mnK or baati) af lota than 
100 sarcant alii ba intpactad aa 4 itapia btilti > 10 pareaat 
taapU ain ba dravd or eoapaalet alth a ratio batvaaa >( to 100 
partaat for Inipaeelea aacb yoart a 10 parctnt ttapu atll ba 
«rt«a ar coaptnlti «Uli a ratio balaa 7S parcaat far laiaaetloa 
aicn r**f' Thata mtpaetlaai aty bo olthor full-icapo, Maltad- 
icapo ar ttrgatad a* dtaaad aocaiaary. (HOTIi Coapdaloi that 
racttvad t aOPECl' coapailta rat1a| of S, 4. or I or faltad • 
tarvalllanc* lertan will aot ba laeladad la tho po^lailaa fr<N 
■bteb taaplai ar« ta ba dram aad thoald ba lataaetad la accapdaaea 
■Itb tba 'ra^aaney radalpaatati tot forth balew.) 

In Udltloa' ta tha absva Inapaetlan raaat raaaata , la 
tba etta af coapaafat alth Iota thaa flSO ■lllloa la eoatdtldatad 
itiata, priaary fadaral and itato bank lanrvltari aro to ba aikod 

to ravltM, diiriM tnalr aiiBlnatlaa of a haak, aay >t|atftcaat 
doal ngi bitHaan tba bank ana tha holding eoaptny ind to rapart 
luch rinatng* along altb any othar rdavant Infornatlon on 
tho hidtn of tha orgtnliatlon to tha fadaral Ratarva. (A (bort 
fBfB Mtll »• providad to nika luch raparti to tha FtOaral Rofapva.) 
Tha ^adtral Ratarva link* alM railOM thli tnd othar Inferaitlon 
to dotaralna ahothar an Impaction af tbt haldlnj coapany ahould 
bo conduetad, Fgrthar, tna Fadaral Roaarvo «11l ba praparad la 
Uipact aay of thata iNll baak haldlaf coa»aat«i— ti sail aa aay 
larnr hotdlai CMpaay— at tha ra^oMt of tho baak't prlaan 
toparvitor. 

■ant Holdlaa Coiaaw loi tawlrlng Soaclal twpofrUory Uttoatlaa 

Inipactloa fro^uoncy of baak boldtn< cospanUi faqulr- 

ing tpaelal iit«ar*liory attootlon It to Oo datamlnnd by bath 
tha alia tnd caaploilty of tha organization. Tha aott Intanilva 
froqooncy ra^alroMatt aro diraetad it banli holding eoapaniat 
rttod aOPIC eoApoolta 4 »r I, or wboia laad bank tubiidUr* hi* 
bath ratad' CMI[L eoapotlto 4 or t. K11 bank holding coopanla* 
(0 rttad alth eantollditad a**at* onar 1100 altllan ir» to raealvo 
• n innual fulUicopa Intpactlon tnd 1 llaltad-tcopa ar targatad 
In*pact1an during th* Intarotl balwaan full-ieapo ln*pactlen(. 
Tha iiaa raqulraaanti (pply ta eoaplai Btnt Holding coaptnlat 
■Itn ■iiaci Dtti^an 1110 allllon and ISOO ■llUon. To tba 
aitoat potilbia, iMpMtloat «f thata 4 and » rttod haak htldlaf 



V MPfC rafopi ta tho Fadaral loiorva'a ratlaa udta* for baok 
haldlhf CMi»aa1aa (F.R.R.S. 4-UI). 
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cMpMlai »n to M eo«rd1«it«d ■!» tha axMlMitivii «f tna Imi 
biMk tMkiMUry. N»ac«Mla« k«<ik kolilMi eo«#aiilM «ttk «it«t» 
af tSOQ •tniM sr 1«tt art to roe*l«a •■ mmii uiMctlM •««• 
«copa aiy ba dotaralaa4 by tka laaarva laak baiad a^a tha 

nttara of tka c«ai»*ala>' •rablaat-v Coapla* kaldUf caBfanloi 
Hith attatt uador tllO ■tlliaa ara^o raeaiva t full-ieapa 



r«qu1rtatnti 

•1 IHoi* r(t«4 4 or I. Bank hsldlnj coapanlii «ltN consalU^taO 
•>*ati batHOan SlfO «I11 «n and tSOO anilan mUH <oap1ax Itraeturai 
afa to raeolva an aaaual full-tcapa nlpaetlaa; tlioi* vltn noncaaplai 
itrueturai ara to raca v* an annua laipactlon, tka icopa of wNick 
It to ba 4ataralnad by tha Raaarva lank Caaplai banic naldtng 
caapintai Hltn aiitta undar I1S4] $Hoii)d rtcttva a falt-acopa 
Impaction innuatlyt noneoaplai bank kaldlag coapaalai wltk 
atiaci Uai than tiso ainioa ara to ba Uiaoetad avary atbor 
jraar. Tha typa af latpaetlen far thaia Mall aoauHplai caapaalai 
•tjr bt dotoralnad by tko kaatrvo laak.^/ 

lank Hoidtaa Caaoanlai with Ipaclal Chai-actaflitUi 

■ink holding co«pan1ai faraod to acq* rt an axUttaa _ 

baak ara ta ba Inapactad ta data/«Ua tkair cosp) inca vUh 
Fadoral Katarv* roiulatlon and t«a oxtaat ta ■Nleh tbaj ha«a 
fulftlltd ceaatttMnti tba Soard af Mvaniora raqulrad of tNa 
•riaKtiation tn approving It* tpplUitlaa. Suen inipactlaai 
ihaald ba conduciad fiatwaon tha (tb and Stn aontn iftor tka 
•cquUltlan; thair icopa 1* to ba dotoralnad by cho Raiorva 
■ink. If Inrornatlon avil1ab1o to tha ftttarva Banli--tna «oit 
raeont Mialnitlon of ttia bank, tha aott racant FA T-t and FH f-> 
j-aporti froa tha holding coapany and othar portlnant inforaat #■•• 
fndleata that {•) tha condition of tho bank and bank heldloi 
Goapaay la aatlifaetocy. (b) tha bank holding coaMny t fvIflMlag 
Ui eoMltaant* to tho Board of Sovornorf, and (e) tha rati* of 
tha parant-i dabt to tho book <ralua of tha lubaldlacy baak (or 
kaaka) ti Uii tha* 7B parcaat than, at tha Raaarva Bank i dlicratlaa 
tM laapacttoa aay b» dalayod ai long aa 3( aonthi aftar tha 
fonatlwi. Roraaaar, tha roqalraaant for an Inapacttaa My ba 

laiana iurb mv. m»4*r ap^raarlatt clrcHHUacta, aallit 
"■* 1 0' tlia prlHrjr wnb rtfatatar la CMdiMtlnf 
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i«tl*a4 tn tha e>i« of « blTal naldinf ee*#a")' ■»»*• b«i>l tub*l4*ry 
na« lata tkaa |tO atlllM la tatal at«ac(> tf tn tha ■•■•Pva 
laak'a judgMat, (a) tha iwUlai caapiay't flaanclal eaariltlaa ti 
iatt«r*etory, ana tct eaaaltaaata ta tha loard af Savaraart ara 
ftalng rulflliad. and (») tna ratio af ttia NaliUi eeaaaay'i aabc 
ttt iha aaak valua af tha labtUlify kank (ar bankt) It tan tntn 
71 pareanc. 

<tnk haldlng «aap«alai tkit hiva undaraona a cnanga in 
caatrol and da nova bank kaUIni eeapanlai argaatiad to acaalra 
da aa*a banka* aro ta racal*a a fall-icopa 1n*pact1aa altnin It 
•ontkt follawUg tha ch*ngo in eantrol or fDraitlon. A Halted- 

-' targatod Impoctlon aiy fto cenductad in Mao of tko fall- 

- -"- ' * -'- * Itak, tho 

ItUfactory, 

In thata «■*•■ Mara bank Hatdlag eaapantaa fall tai 
larvollUaca teroaa or ahara otlior laforMttaa taggaat* tbo 
eoaM*y **■■ •iPoMoacod aa advarta dovalopMat, an la-daptb off 
•tta ravlaw all) ba udo to aotaraUo tb« noad for a Italtao- 
•COM ^f cargatad Intpacttaa. 
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Bank ExaMlnatlon Pollclaa 

of th» 

Federal D«pc«lt Inaurano Corocratloii 



Digitized .yCOOgle 



MEMORANDUM SYSTEM ^Ss 



M|10Ml Oil 



Tlw rate nwlHtlCB mtnm li *iI«n4 to Mlp nlitili 
1 !■ tkt iBttffrity of tki kwkl*! lyitiB. •o>ltor aayllaKt 
■tW IMMcUlt 1i<n iHt r«i«Ut1«i. prattct t)w laMrva NM tM Mtitllili 
■ fMtMl r«cDr« M tiwort rvcoMaAtloM for e or fct lT* action. Cuatak- 
tloai trt Uw cnu of tkt MU l«Mt1f1ut1n prami. Ho— *tr. «M procMi 
»f IMatirylai M« mtnlllai rttt «■ totk h li^vlAnl ku* tM tKntr^M 
tailt Ml kKOM sDn «imnft u MtltlMwl pann tn inatM w4 kwU 
H«Md lito 1 iH«* naa* of m« actliltlH. TIN HiIiIm ki11«*«i *Ti^1*tliB 
•f Vm liAntn ant ki ktlian* iHtk a wn litMtM liBinliorr arafns. ntt 
MMTMiW Tvilin nrmt policy to rivrirt aor* fn^Mat oailto ouslHtlon 
mr all tMvM Stat* avMAir Maks i*lli cwtlvlai U f1*t priority to all 
(•rarai iMtltatlain r«vrir1*t tMtlal iwordMT? attHtloa an* to nou 
Intltotlon pTMWtl*) tk* n*t rtdL to tta lanrMC* fM< ^ tta la^itij. 

1. F»rt^n- i.t«-«t» - <.fiti Mi HM^ii nimiiai Tk* itoi4v< 

HfotT iX iMB*ni oiarintl* latorMli for InvK Stoto lama^ir kMki 
w« nt f«rtk kilw. SitaacHv 'a' «tto11i tin crltnia to ka wut tor ait m*- 

IM tko ■M^MtloB iBtvmli. Tk* CML •oBltvlBi mtB daall ha na* all* 
Utoraattw oMalaM m Stoto voalatlSBi. vliltotlaBi. offiito rt«it« w« 
atkar taama u ntitlitt wltotlM priaritin HMclally rw tkMo Intlto- 
ttoM mtk amilii lat«n«lt. ftltiM^ tkli aaaoraaaM nto tortk wIbm 
Utonalt ^r •nMMtl«M wrf Mrtala ■liltotlCM. HilMl Mnctan an 
wmraiM M Mrfora oMItlwal anaiattlwa ar dilutloa lAvawr nouvy. 
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* For thrift ind tnduitrld but. canvirtlom , ■ vliltitlon ihould b* 
conductid within th* flrit ilx withi ifttr th> convinlM. An 
MUlMtlon li to bi condBCtid irithln 24 mitht of thi intruc* 
MulHtlon ir tt» InitttHtloa Ml uilgntd i ritlng of I or Z. An 
(■(■tuition It to bi condnctod aithln li aentht of thi wtrwei 
Kulrutlon tr 4 I. 4 or J r4tlng nt tillgnod. 

' Thrtft Initltutlont tnd Induitrltl b*nki tbit h4M not hid 4n FDIC 
■ntrtno <iuiln(t1oi> prior to th* ean*(ri1on ihould li4Vi « «ltlt4- 
tton xUhln thru lunthi ifttr tht conxrilon and in FDtC uwlnitlon 
tiUhIn ]2 iwntni trtir tha convtriton. 

(HO tnitltutloni vtilcti bivi hid 4 ch4ng« of OMwrthIp control: 

* ir th* R<g1onal Otrtctor MoiitMgi of thi nro owitrihlp r*ri*Ctt 

a sitlifactory rinincl4] tnd ainagiMnt pirfonHnc* r*card. itandiril 
(lanlnitlon lnt*rvali apply, [f «*" oiin*rtntp li unknovn. 41 loait 
on* vUHaClon <i to b« conductid vlthln thi flrit thr** Mnthi 
Iftir th> changt oC oxnarihls cantrul and an •(4aln4t1an li to b« 
conducCid ultrilri th* firit 12 nsnthi aftir th* cl>4ng*. SubMgutnt 
to tn« rUit tiualnttlon and ttirough tht thUd yor froa th* Chang*. 
at liiit oni vUltattor li to ti* p«rrorB*d *n tich IZ-Knth ptrlM 
during iihUh an iiaalriatlan 1i not cnnductid. 

* Subi*qu*nt to th> InltUI vUltatlon and th* flMt uUrfMtloi. 
St4l* •iuln4tto«i that attt FDIC n**dl «4n b* tubitltutid for tbi 
FaiC (i4Blnat1ont or vliltatloni rcgulrad In ttili iiibp4rignph 

d FDIC aiilitinc* or ti<«n InnlvMl 
tranifir triniactloni; 

* Acquiring Initltutloni vlth totil uitti In ticiii or ton tiMt th* 
dtposlts acqulrid. wliUh art rattd caapoilt* 1 or btttir, ud ha** 
an tcctptabia C4ELDIFF icor* ar* ttMWt froa th* follMing rtqulr*- 
ninti. Inclurilna tnv rinortlna. Mtd* froH thr Inltttl vlilt4tlan. 

pirigrvh ar* part of tht oagolng 



111 b* d*icrlb*d itplritily. 



• vliltitlon II to b* co«- 
I trwiMctlon to ditoroino 
nd Miothtr th* buk ll In 
.. If tb«r* ll e<M. 4 tKond 
: lontbi of tb* tnniictlon. 
FlHilfl tk« iKond 1t-«nth 



h* InstHutlon 1i a Stit* nanaiair. iii (mlnitlon 1i to b 
uct*d ■Ithln th* fIrit 12 aontbi of tfct trini4Ctlon. 

tlftir. th* itindard (italnttlon fnqiMocy ichfdul* appll*! 



,d,Coogle 



Initltutlodt rKitvInf FDIC tiMit ir* propirly m 

-J Ftdtril tuptrvlior h*t r«poni1b1llty for thf ovtrtlght 

tltHttoii vid ihcHild b* n4U*it*d to kwp th« FDIC RtgloNl 
InfonM of laporttnt dtvtioiainti. Tlit Rulontl OIrt 

itiM to datiialM thi iitwit of dlrtct FDIC Involvt 












1 q 




for 


iKouid ti« Bid* to coordl- 




sup«rv1t(d Initltutloni 


LUthority r«iourc«I Uld tO 






10.1 

























d coaposlti 3 iihoii f 
i1gn>f1canC1y ilnct th« list InipictKMi 
oldlni CMpanWi nUhout i diilgnitM Itid binK 
nets gtMrally should b* conildirid thi 1»d bi 
1 tiotding co^iny ir* ilallir In slii or tirgir thin tht diitgnittd Itid 
ril pirfonHKi trmdi of thoii binks togithtr «' 
■portint factor In •stibllshlng iiutnitlon 
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Bink iiiiilnatlani tor lubilitliry btnki vtthln a ■ulclbtnli riD)i]lnf comciny ihould 
■)• coordlnttfd vltli th( pirixt Inspictlon to th« tittnt practlcible ind oTiirf 
risourcci ■111 ptnH. Riglgnil Olncteri (or diilgnit) ihoulit attt it Itail 
■ nnuiMy ilth tr>t1r counlirpirt: rroa othir Ftdtnl igtnci*) In ordar to davtiop 

riiourcei ana anhanti tha Intaqntlon of Hank and Bank holding company tiialna- 
tlons. Jtit approprlata Stata bank rtgulator should tii kapt Inforwd and tncour. 
ig«d 10 participate 1n tht coordinated Ftderal afforti afftcting Stata ban«i. 
Coordination of Inipactlans and tfutlnatloni should focui on thi ust of coviofl 

tianlnatlon findlngi ii)tn ngnageiMnt. Ahiolut* concurnncy, coiwyi *ai of" 

Eiimlnitlpn) of nontiank ifflMat«s luy b* conductid at tn* dlicrttlon of tlv* 
Regional Dlrtctor, but Indeptndent tiailnatloni of holding covinli) luptrvHtd 
by the Fadaral Raiarva Hy not bi conaucCeil althout prior tpprovil tt tilt 
Mihlngton Offlct. 

(. SuDtrvlilon of Inttntata Bankinn flrnanliatlnni and Chain Banki. In 
addition to tha guldallnti outllnad In paragraph No. i abo<*. a coordlnatad 
luparvliory itrattgy for Inltritatt banking Drganlzatloni (Cioth Inter, or 
Intraragloni)] ihould bt d***loptd. Raglonal Dlractori an raipoflittta for 
dailgnaling a lead Region to daiign an approprlat* luparvliory itrittgy for 
tbosa organltatloni and to tniurt ptrtlntnt Inforaatlon It eonviyed In ■ tlMly 
Mnner la othtr DBS Rigloni and to approprlat* Ftdaral and Statt ra^ulatori. 

tlia supervljory itratigy davilopid by th# iMd Raflon ihould co«»lna Indl- 
ttonal tuparvli on of Individual units altr an awroprlata top-down approach to 
alien rlik and aonltcr and coordlnata luparvliory ictloni. For Ctitit organl- 
Htlofli. thi RaglOMl Dlrtctor hai discretion to o*1t. delay or aodlfy ailiting 
•MBlnatton fretjuancy policy If: (1) the financial condlttop of tha holding 
coapany and laid bank li conildtrid latlifactory: <Ii tha condition of tht 
lubtl diary unlti li btl laved to be iitlifactory; <3> control o>*r all Iniurtd 
banks In the orginl2atlon li iffactlvaty cantralUad; and (4) aanagaawnt i 
fKoribly regarded. Rafer to Regional Otrictor Haaoranduu rtlatad to 
Idpervlilon of Inlsritate banking organliatloni. Clatllflcatlon No. (tio, far 
furtntr guldanct In thli area. 

It 1l tht policy of the Olvlslon to aonltor and lupanrlio bank) tliit ar« part 
4f t chain banking organliitlon )n a ■inner that fully conildari ttit flnuicfil 
I^MCt or tht coflioDdatad chain on tht Individual Initltutloni iilthln that 
~~ *' Regional DIrtctori have bean aiilfntd rtiponilhtllty for ailntalnlng 

— ..,.._ . ..... ..— -. ........ —J ... j_.._.up,|,j jjj ovtrail 

inttrrtglonal plan- 
mnsiiun vriuriiivi. \ti iitlgn Rtglonal 
tlon itrattglti: and Hi coordlnatt the 
orltlti, ai appropriate. Refer to Regional 
In banki undor Ctaiitftcatlon No. UOO for 
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e«MlniiHciin af NMIantl Btnki. Stit* Mwrtur tonH «iul Ftdtral SivUjs 
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r.ct1.. U July 1 


OtDUty Comptr 
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aink Su 






mlnitlo'.s of ill 


















""lout 


detSr 


""ISn 


.h(cH nay require 



a. Entry of FEIC. St.t* una Oth.r F.<Hr^| ^j|Fi[. 



tht tlMly entry or FDIC, 
I dataCeii. FOIC 

iln ( rtisonibit 





t the reports are reilewed ind the datibiie u 


60 d*ys or receipt 


Wlin rejerd to Ott eiaBlnatlons. the Region 


should >»•* access 


{either In hard copy or through the OCC'i onl 


tnougfi Inforiutlon 




that current »uil 


ttlon aata are available ror orfilte ■onltorl 


preparation and i 


aritty of lunagtwnt reports. State eiulntt 


Sated irter August 


1, IMS, that are uiaDle to eitend eiiHlnitIo 


should tie coded ■* 


on the eiailnatlofl lyitea. Other Stite eiaa 


useful ror Inform 


Ion purpoifS. should be entered and coded -B. 


coded -B- .III not 


be used by CAEL. All reports froa a given St 


coded tfie sane way 


iHH can be coded -a- and som 'B.- General 


■A- inMld relate 


□ the agreed upon aiaalnatlon icHedule deicrl 






A SuMiry Anelyiti 


or Eiaalnatlon Report {For* 3«) should be pre 



C and Federal Reserve eiaatnatlon report uhlth It reviewed, IT all tlia Inror- 
tlon rreceisary to collate the rone 1s not available fro* the eiaalnatlon 
port data, the ftatabase or dUcujslon ulth the regulator, the Inroreatlon 
at It available should tie enterei). A type code or 'N' and a scope or *X* 
ould continue to be used for theie eiaBlnatlont. Hben these codes are used 
e only Itm required are the CAMEL rating tOiVOnents and the coiwoitte 
ting together ulth the eiialnar-1n-charg* and date of eiaalnetlon. Additional 
eas such as aiiets, deposits or classifications aay be entered at avaUable. 
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■Mt co^lliti luatrutlon ptrfontd by Mil OCC ind Fidtral Niiryi li rttalntd 
If It It ttlll canild«r*d raUvnt. Othir llaltid-tcopt nulMtloni or tvMti 
■hotild bt dropptd froa tli* ditlbM* M ptnit tntry of tk« aait currMt 
(iWlMtlOn. 

9. FllfifllllHqn lpHP>«H - Sp«t»lty F.flmHBllt. S»KU1ty MUlMtlOM 

g«n«rtlly ihould b* conductid CMCiirrMtly altti itfitj ind loundndi fualni- 
ttoni (iciDt NhHi tM tiM or imngtatitt of tbi dt^rtaont atkti It liartetlcil 
or liitfflcUnt to do lo. HoMvtr, iAm tiM ufity uid loondiiMi ritlng li * 1 , 
2 or 3 ini tbi tpdclil^ wtt li ritid 4 or S. i ipicliltj mulmtlon li to bi 
condvcttd iHtblii • ll-Mnth Inttrvil. Caiv*rt(1y. If th« itfit? tnd lowidniii 
rating It 3. 4 or 5, th* ip«UIty lualMtlon My b* utwiddd to th* sMlKa 
Intiml If tfti tpoclilty «rM li uiljiMd i nting of 1. 2 or 1. 

Only tbo Tniit wd Dtti Prociiiing iriit ir« (llglbl* for •itri titdtdtd 
dlMrtnttlon Intirvili U(«4 on Sttti (iialratloni. Th* critirli for (ittBdlng 
•xulMtlon 1ntirvll( In th«t« irui *r« fxplilnid In th* ipproprtitl 
fubiictlon b*10K. Ottwr iralt Hit confOn M th< ItuMtrd (lulnttloa 
Inttrvili lltttd bdoN tvw ■fitn th( Mf*ty wd lomdntii tiMlmtlon hii bMn 



SpKUIty Covoilt* 



1. BinU Stcr«» ^pT fBVI'l rrilllnri niTlWHflt TTii FDIC ll rMiuIrM by 
ttitut* to r«v1» ci^llwici Kith tht Trouury OtpirtMnt'l currMcy rbportlitg 
rfgulitloni (II CFR 102) wid FOtC SdctlOA Ut.l it MCb •■ulnUlon of tht 
bulk. Accordingly, cMtcurrtnt ISA r«vl«if tkMld b« conductdd iHUi «kcb iiffty 
and loundnoii or ea^tlluc* (lulnttlon (but not ton thin one* ptr inma). 
Witro 1 coipllwco iMBlnitlon It conductod concumntly vltb tlw iiftty ind 
MunAiiit iMBlaitlon, ISA rtvl«tn ihould bi Includid in tbi covllmc* rtport. 
K tipirit* ISA rovltw ihoald bi pnpirod >lwn no cnalitnci nualnition ll csn- 
ductdd Mltli tbt itfdty ind toundntii lualnitlon. WMn tbi ufity ind lovnd- 
AMI wMrfMtlon uHod hii bwn titindtd. t SSA rwliw iboild bi dam vltli 
•ny IntoriB coipllinc* •UBlnitlm. 

b. '''"'<""•»- EiwlMtlont (Wbrilly lAould b« conductod eoncurrwtly xltli 
Itfdty ind MMOdniM tuarfnitldnt In iccordiMi vltb prucribtd Intirwu. 
Mdltlonil MMlMtlont or vliltitloM ir« McenrafK u dMMd MCMiiry by 
tbt hgloMl Dlrtctor. 
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c. D«U Pracaiiinq Fte1l1t1«. Eiu1nit1< 
op«ratM by »n fDIC juperulmt 1nit1tiit1on 
b« conductid concurnntly «1th tttity ii 



n FDIC (lulnitl-on for 



on thit ■teti FD[C nitds line* thi lut 
• than 24 aonthj b«t*»n the Stitf 
-. 2- uid 3-rtted data fictlltllt. 
I Micouragid vtiwi conildarad niewMry 



FDIC tartlclpi 



Eualnatloni of data facHlt 

S«fv1c«r <MOPS prograi 1(111 

th* FFIEC't EOP Eiaalnatlon Taik Farci Subi 



Gov.rnniint Suriirltlts 



Oirforntd coicurftntly ■!' 
Indepanilvntly as approprti 
•ncouratjed wnen dt«Md n«i 



Board Rula G-16 riqul-- "' 



lional DIrtctori thould coordl- 
]o1nt or rotattif iiaalnatloni 
a holding co^iany, or Iti 



1 luUtct to tha H 



Dtaler anfl Brok«i 



itctirltlii 
otnir typai i 



"1*1 tv- Thi Oapart 
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1i lubjtct to tN« trwifir (gMit rtglttrttlon nqulrMMnti of Firt 341 mi ilio 
hit 4 trutt dtptrtMiit, Vi* truifir igtnt function ihoitld ta (HalRtd 4t *I1 
tnift dipirtHRt ixiatnitloni. If thi Institution dotl not Mvl * truit dfptrt- 
Mnt but It tilb]*et to Part 341. the ti-inifir igtnt t»a1n*tloni itwtild bt 
IMrfantd vltli Iti* tir«ty inil lourdniii •luUitlon. Additional ■xulnitloni 
or vliltitloni iri (ncouMgid nhtn d««a*d nictiiiry by thi Mglontl Olr«ctOr. 

g. Iniil- EiMlnatloni stnirilly ihould bt conductad cgncurnntly vlth laFaty 



Miatnttion for I-. 2- and 3-rattd trust dipirtBtnts. 

10. IniuftB Branch«s nf Fnrtlan Banfci. Id* stN (irlorltUi »nd friquiMjf of 
■■utnatloni Including tnitructlsns r<g4rdlng vlsltitloni inj athir iltuitlont 
daicrlbid In tbli Bnoruidua that tra afpltcabla to domitlc FDIC iup*rv1lid 
Institution! ira applicabia to Iniurid branchii of foraign banks. 

11. RiiBOBilhlHn ma Aitlan. Rtglonal Olrtctors should strUa to provlda for 
a lafity and loundnass aiaalnatlon and spiclalty aria aiaalnatloni of all Stata 

nonMatir banki wltntn ttia pratcrlbad Intinali (Including allonbia titinslons). 
Comlderatlon alio should ba gWan to tha nwAar of Stiti mnb*r. national and 
Ftdprit tavlngi bank; that may raquira FDIC iiaalratloni or partlclsttlan by ttit 
FDIC. An aittuta mowing tba nuobar of lafaty and loundnaii ai h11 ai 
ipaclalty araa aianlnatloni by Stata for tha coalng yiar should bi tubalttaH to 
tba DIractor of Division of Bank Suparvlilon no latar than January 31 of aich 
yaar. This projactlon should ba uda aftar dlicutilons and agraMinti htva bain 
■Id* vltn Stata and Ftdiral authorltlti ragirding anaalnatlon raiponilbllitlis 
for tna ntit caltndir yiar. k Jiina 30 prograii raport should ba suballtid to 
tha Dlnctor of tha DWIilon Of Bank Suparvltlon no latar than July II. 
Significant varlancgs froa projactloni or changai In futura projactloni ihould 
ba dlicuiiad In Chli raport. 

Fvll ■c1«Mnt>tlon of Mtli tiHlutloa profru irill dipwd on thi ptrtonaol 
rasourcai aval abia *■ wtll ai tb* gtnaral itnictiira and condition of th* 

Industry. Aaciuta af dlftarancis In itaffing ard onarall banking conditions 
In aach Ragton. laplaaantatlon pariodi irlll varj. Howavar. Raglonal Diractort 
should raguast authorization tb birt lufflclont itaff and ihouid davalop nactt' 
tary oparatlng procadurai to bl In full covHuca ulth thii prograa iilthin a 
raaionabia tiaa parlod. 

Man tha iiaalnatlon fraguancy raqulraMnti outllnad In thli MMrindn cannot 
ba laat bacauia of parionna' rastrlctloni or othar raasont. a discrlptlon of tht 
natura and causa of tha situation, nacatsary corrtctlva aaaiuris plannad, 
1*pla<Mntid or naaded ind Intaria itapi baing takan to ulntaln an adaguata 
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■slon li MCiptibl* In Hw of « notiricttlon for ttcti lnit1tut<0A for vlilch 
iitalMtlon rfqvlrMMti cimot bt «t. Howvtr, for • btnk rtt*d 4 or S lAlcli 
I not Mulntd ■Ithln 12 ■onthi, *ii MpliMtory MaoruMia to th* fllo ihould 



. 6610, TrtMHtUI No. 8), Suptrvlilon af Ufa Hiving 
Mctlvtd FDIC AttlitMCt. Nirch Zt, 19H, CliiiirUltlOn NO. UIO. TrtniiltUI 
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